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running a store, keep your mind 

on the customers side of the 
counter.” So an old merchant coun- 
sled a young man beginning his career 
inthe dry goods business. The princi- 
ple holds, of course, in almost any 
business. Applying it to our own, 
we recognize that editors and publish- 
ets can do an effective job only in 
proportion to their ability to envisage 
their product through their readers’ 
eyes. Putting ourselves thus figura- 
tively ‘on the other side of the count- 
er,” we have asked ourselves how this 
current issue would appeal to us, and 
here are a few of our reactions: 

As an investor we would be drawn 
frst to the Dividend Forecast, Part I 
of which covers, rails, utilities and 
equipments. Not only are the latest 
available earnings for the year just 
closed here presented for comparison 
with the previous year and the cur- 
rent return on leading stocks shown, 
but forthcoming changes in dividends 
are indicated—and numerous changes 
are to be expected in the months to 
cme. In looking over the utility 
stocks in this feature, attention is 
naturally directed to the discussion on 
page 388, What's Ahead for the Utili- 
ties?’ Considerable light is here shed on 
the Government’s attitude toward this 
oppressed industry by reference to the 
President's conception of what an 
operating company may justly be ex- 


“y' you would make a success of 


What's in This Issue? 


pected to earn on its invested capital. 
There is encouragement in this view 
for utilities; and, indeed, in these days 
of increasing Governmental regulation 
and participation in business, for other 
industries as well. 

The market article, Profit Possibilities 
in Changing Market Trends, recog- 
nizes the changing status of utility 
shares which, with the rails, have not 
discounted their potentialities in the 
same degree as the industrials. It may 
here be noted that the longer range 
attitude towards stock prices is con- 
structive; but that current commit- 
ments might well await a sizable re- 
action. 

The fundamental factors, which in 
the long run have so large a part in 
determining prices, are, of course, 
largely monetary. As pointed out in 
What the Government Monetary Pro- 
gram Means, we face the prospect of 
a huge Government expenditure which 
must prove at least a temporary busi- 
ness stimulant on the one hand; and 
on the other, a dollar devaluation 
whose inflationary force seems destined 
to lift the price level if and when it 
“takes”—which is to say, if the public 
recognizes the reduced dollar as some- 
thing less than a dollar, and if the 
banks respond by a liberal extension of 
credit policy. The “if” is inevitable. 
No one knows for a certainty. Turn 
to Things to Think About and com- 
pare the diametrically opposite hopes 











foremost 
money authorities of the country— 
Dr. Sprague and Professor Kemmerer. 

In any event, however, whether 


and fears of two of the 


credit inflation “takes” or not, we 
would feel it a safe course to have our 
resources pretty well invested. If we 
were most concerned with fixed income 
bearing sécurities, we would feel heart- 
ened with respect to our bond holdings 
after reading Mr. Williams’ Bonds on 
the Up-Grade. We might even con- 
sider adding to our list, and thus find 
the short sketch on the Home Owners 
Loan Corporation bonds of interest. 

If it were common equities that drew 
our favor, there is a diversity of selec- 
tion in Mr. Miller's article, or in the 
group on page 402 which offer a choice 
of conservative as well as more specu- 
lative issues. 

Suppose the reader is a business exe- 
cutive—perhaps a corporate officer 
or proprietor or partner in an enter- 
prise, large or small. His thoughts 
these days are concerned not merely 
with current improvement, but of the 
future. Is it true there is no more 
room for expansion? Will these de- 
pression days leave behind them new 
circumscribing barriers within which 
“business as usual” will be a drab and 
static affair? If you think so, read 
what Laurence Stern (page 386) says 
about it from his researches. It quick- 
ened our pulse,—we think it will 
yours. 
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— Management of the Dollar 
— Eastman on Railroads 

— Government Financing 

— Exchange Stability? 

— Oil Control 

— Market Regulation 

— Market Prospect 


MANAGEMENT OF 
THE DOLLAR 


S THIS is written 
Congress is on the 
point of authorizing 

the Treasury of the United States to take over all gold 

holdings of the Federal Reserve System in exchange for 
gold certificates presently not redeemable and redeem- 
able in the future, if at all, in gold bars at a ratio some- 
where between 60 per cent and 50 per cent of the for- 

mer gold parity of the dollar. This step represents a 

nationalization of all monetary gold. Henceforth it 

will be the property of all of the people of the United 

States, with the United States Treasury as custodian. 

The enabling legislation also provides for the establish- 

ment of a $2,000,000,000 equalization fund to be set up 

out of the profit on the gold which the Government 


C. G. Wyckoff 
Publisher 





Associate Editors 


The Trend of Events 


will derive from devaluation of the dollar. The pur- 
pose of this fund is to afford control of the value of 
the dollar in the foreign exchange markets and, if 
necessary, to support the market for the Government's 
bonds. Management of this fund and management of 
the dollar between a maximum gold value of 60 cents 
and a minimum gold value of 50 cents is to repose in 
the hands of the Secretary of the Treasury, who is an 
appointee of the President, for a period of two years or 
three years or less, as President Roosevelt elects. 

It need hardly be said that the step thus taken is a 
history-making change in our monetary policy. For- 
tunately, it is a move which can be reversed or modified 
if future circumstances so dictate. The power given to 
the President is a temporary and emergency power. As 
such, it is logical that responsibility should center in 
the President and his Secretary of the Treasury. The 
suggested alternative of a control board of five, includ- 
ing the Secretary of the Treasury and two other ap- 
pointees of the President, has little to recommend it, 
for, so constituted, the board would merely reflect the 
President’s policies in any event. 

For the longer future, a vital decision remains to be 
reached. Should permanent management of the dollar 
be vested in the President? Should the power to ex- 
pand or contract bank credit repose in the President or 
in an agency subject directly to him or to the political 
faction which happens at any given time to be domi- 
nant in Congress? The answer, obviously, is no. If 
the Federal Reserve System is to be discarded—and 
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President Roosevelt assures us that it is not—it should 
be replaced by a control board made up of men high in 
the public confidence and divorced as completely as 
possible from both political and business connections. 
In any other control, danger of disaster is inevitable. 

Only theoretical argument is possible on the moot 
question of whether the Government should take all 
Federal Reserve gold or merely that part of it repre- 
senting the profit on devaluation. It depends upon 
the national conception of the property right, if any. 
represented by gold. On the gold standard, our gold 
belonged to the world. Anyone presenting dollars 
could claim ownership of it. Anyone could get dol- 
lars by selling foreign currencies for them or by selling 
any security, any commodity or any piece of property, 
here or abroad, for them. The Federal Reserve Sys- 
tem held legal title, but if there is any real owner it 
is the American people. Probably few of us will ever 
see monetary gold again. We know how much we 
have and where it is stored, symbolic basis for and 
measure of money and credit. Otherwise it will be as 
if it had gone back into the ground whence it was dug 
over the ages. It belongs to all of us. The real ques- 
tion is whether we will carefully and prudently select 
those delegates who for the future will most wisely 
control the tokens—money and credit—of which it is 
but the symbol. 


—_ 


EDERAL Co-ordinator East- 
man, an able and honest ex- 
pert, has completed his 

assigned task of surveying the railroad problem for the 

guidance of Congress. The first section of his report 
has been issued. In it he concludes that public owner- 
ship and operation of the railroads would “meet the 
known ills of the present situation better than any 
other remedy” and predicts that it “will be the ulti- 
mate solution.” He adds, however, that the time is not 
ripe for nationalization of the roads and for this re- 
spite owners of railway securities may be thankful. 
That Mr. Eastman came to the above conclusion 
after long thought and careful investigation is not sur- 

prising. He could have easily arrived at it without a 

special survey at all, for the theory of government 

ownership of the railroads has been close to his heart 
for years. We do not question his sincerity. We do 
question the basis of his apparently serene confidence 
that where private management has erred in judgment 
or motive, public management would not similarly err. 

Does a man magically become more wise and more 
honest than his fellows when he wins the mantle of 
public office and a place on the public payroll? We 

think not. On the contrary, we harbor more than a 

slight suspicion that public ownership of the railroads 

in this country would involve all of the extravagance, 
inefficiency and misjudgment common to most political 
management. Labor no doubt would benefit, for poli- 
ticians seldom worry about the size of the public pay- 
roll. That any other class would benefit appears highly 
improbable. 

We have made no elaborate survey of the railroad 
problem and do not presume to speak with authority. 


EASTMAN ON 
RAILROADS 


Nevertheless, we venture to suggest a solution which 
seems to us quite simple. What the railroads need is 
more traffic, plus fair regulation of competing forms of 
transportation. Business recovery will give them the 
first. Congress, if it is wise, will give them the second. 
All other problems are really secondary and, as with 
public ownership, the time is not ripe for the solution 
of them. 


= 
1 President has stated that 


GOVERNMENT 
FINANCING the Government intended 
to sell ten billions of dol- 


lars of its own securities within the next five or six 
months. Of this about four billions will be accounted 
for by refunding operations, while the balance of six 
billions will represent new money. The first step was 
taken on January 24, when half-a-billion of 2% per 
cent notes and half-a-billion of 1/2 per cent certificates 
were offered. As expected, the financing was highly 
successful, the 2% per cent issue being five times 
over-subscribed and the 1's twice over-subscribed. 
Although, in one sense this was good news, it is noth- 
ing about which to get very excited. Business is not 
yet so active that there is any lack of money. Indeed, 
the banks are bulging with it. Under such conditions, 
it is more remarkable that the Government should have 
offered as much as 242 per cent on a short-term loan, 
than that such an offering was over-subscribed. More- 
over, it might be noted, if this offering is but the first 
of a series of similar, or even larger, offerings, that 
there is the possibility of firming interest rates, despite 
the efforts which undoubtedly will be made to keep 
money easy. Also, fears have been expressed that the 
absorption of the country’s bank deposits by govern- 
ment securities will make it hard for business to obtain 
accommodation. Under our ingenious system of pyra- 
miding credit, however, it is probably true that co- 
operation between the Treasury and the Federal Re- 
serve, would go a long way towards nullifying the 
adverse effects upon business which possibly may result 
from the proposed financing. Nevertheless, there is a 
limit somewhere and the Administration is urged to 
keep its promises about that balanced budget in the 
1936-fiscal-year. 


—_ 


EXCHANGE LTHOUGH Prime Minister 
MacDonald’s recent statement 


STABILITY? 

that world recovery needs first 
stabilization of the dollar and the pound was not re- 
ceived very cordially by the rest of the Cabinet, nor 
by England generally, it may be taken at least as symp- 
tomatic of a desire to end the present uncertainty. Un- 
fortunately, the desire is an abstract one. Everyone 
wants stability; but not at any point to which the other 
side will agree. When Great Britain wanted to stabil- 
ize the dollar/pound rate at the London Economic Con- 
ference, we refused to co-operate for two reasons:— 
(1) The pound was thought to be too low and that 
therefore our export business would suffer. (2) Stabil- 
ization at that time would have put a stop to the mone- 
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tary manipulation which we were counting upon to 
raise prices. Now that we are prepared to entertain 
stabilization—the President has even gone so far as to 
order a preliminary and unofficial sounding out on the 
subject—Britain flatly refuses on the grounds that the 
current rate of about five dollars to the pound repre- 
sents a grossly undervalued dollar. Yet, surely there 
must be some point at which the two countries by 
adopting a give-and-take attitude could reach an agree- 
ment. There are even indications that such a point is 
being tacitly or unofficially recognized. If such reports 
are true, the President is to be commended for ignor- 
ing the initial rebuff and trying again for stability be- 
tween the world’s two great currencies. 


a 


CONTROL in his capacity as administrator of 

the petroleum code, has given quali- 
fied approval to purchase and marketing agreements 
which have for their purpose the stabilization of mar- 
kets for motor fuels. Thus, the originally contemplated 
Federal price-fixing goes by the board and the oil in- 
dustry, with the co-operation of the Government, will 
have a try at solving its own difficulties. In essence, 
the plan is to form a pool which will buy up and hold 
from the market distress gasoline, now from time to 
time a chronic cause of destructive competition. It is 
not likely that any substantial purchases of distress 
gasoline will be made until “hot” oil being moved out 
of East Texas in violation of the code, as well as of 
local proration laws, is more effectively curbed. 

While hopeful progress has been made toward a 
solution of over-production of oil and gasoline, the con- 
trol efforts themselves serve to focus the spotlight on 
the basic and inherent difficulties involved. As com- 
pared with the present cumbersome and complicated 
control mechanism, policed by the Government, by the 
oil producing states and by the oil industry itself, the 
major difficulty is strikingly simple. 

Consider a typical oil field. Underneath lies one 
pool of oil, but surface rights are owned by a number 
of competing individuals or companies. One owner 
drills a well. Five others perforce drill off-setting 
wells, lest No. 1 drain more than his share of the flow- 
ing wealth underground. Thus, the cost—ultimately 
passed along to the public—of 
bringing to the surface a given 
amount of oil is five-fold what it 
need be. That is because existing 
law permits this economic absurd- 
ity. Would it not be possible to 
drill only needed wells and divide 
the oil pro rata among surface 
owners, thus lowering costs and 
eliminating the chief cause of over- 
production? If it is not possible 
under the law it is high time the 
law be changed. In oil production 
tugged individualism does not 
work and never can. It has had 
more than ample time. 


OIL oe of the Interior Ickes, 


CCORDING to latest re- 

ports, there will be no 
stock market legislation at 
the present session of Congress. It is well that so 
complicated a subject will receive mature study. Mean- 
while great interest centers in the report of the Presi- 
dent’s special committee, appointed to survey the prob- 
lem and to make recommendations to Congress, for 
this document probably reflects with substantial ac- 
curacy the point of view of the Administration and, 
as such, no doubt will strongly influence the ultimate 
legislative action. 

To any impartial mind, the report appears intelli- 
gent and moderate. Neither bias nor enmity to the 
stock exchanges is discernible. It recognizes the vital 
importance of free and open security markets and 
does not seek to ignore the practical difficulties of 
Federal control. On the one hand, it criticizes the 
speculative abuses of the last boom period, notably as 
regards the market operations of certain corporate offi- 
cials and directors. On the other hand, it frankly ac- 
knowledges that “there has been revealed on the part 
of the general public a tendency toward unintelligent 
and senseless speculation which, lending itself to ex- 
ploitation * * * has stimulated security values to 
unsound levels from which they have inevitably re- 
ceded with disastrous consequences to the whole 
national economy.” 

The report holds that the specific practices of the 
market must be made reliable and clean; that the aim 
should be to create conditions under which price fluctu- 
ations would more closely conform with fluctuations 
of general economic conditions and changes in in- 
dividual enterprises; and that careful study over a 
period of time should be given to determining “whether 
as wide and as dangerous machinery as now exists” is 
necessary to attain liquidity of security values. The 
purposes set forth are laudable. That they can be 
accomplished by giving an almost unlimited discretion- 
ary authority to a Federal regulatory body, as the 
report recommends, is something else again. It is to 
be doubted that such control could be divorced from 
political influence or motive. Unless so divorced, old 
abuses could easily make way for new ones. Against 
human fallibility of judgment or integrity, whether on 
the part of public officials or private citizens, there is 
no infallible remedy. We would do well to bear in 
mind this simple truth in attempting to regulate the 
stock market. 
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cussion of the prospective trend of 
the market on page 380. The 
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elsewhere in this issue. 
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Profit Possibilities in Changing 
Market Trends 


Recent Advance Emphasizes Necessity of Careful 
Selection for Both Near and Long Term Holdings 


By A. T. MrLier 





the broadest speculative 





when President 
Roosevelt asked Con- 
gress to place the limits 
of dollar devaluation at a 
maximum of 60 cents and 
a minimum of 50 cents, 
to nationalize all monetary 
gold and to set up a $2,- 
000,000,000 equalization 
fund, common stocks, pre- 
ferred stocks and bonds 
have had a notable rally. 
It is argued by some 


Be mid - January, 
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Bohn Aluminum 
Chesapeake & Ohio 
General Motors 
Gulf Oil 


Stocks Recommended for Purchase 
On Intermediate Reaction: 


activity in the last fort- 
night, group variations 
have been striking and 
the net advance in many 
issues has been disappoint: 


Industrial Rayon ing. 
Liggett & Myers “B” 
Mathieson Alkali 

Public Service of New Jersey 
Sterling Products 


What stands out par 
ticularly is that in recent 
trading, railroad and pub- 
lic utility stocks have 
shown relatively greater 
strength than the indus: 
trial group as a whole, al- 





though some _ industrials 





that the latest monetary 
development is inflation- 
ary because it will establish a gold base on which a vast 
pyramid of credit can be erected. It is true that the poten- 
tiality of tremendous credit expansion is at hand. Yet the 
extent of its actual use in industry and commerce, either 
immediately or in the longer future, can only rest upon 
conjecture. 

It is argued by others that Mr. Roosevelt's clarification 
of monetary policy is reassuring because it is a formal de- 
claration of de facto stabilization and that it thus substanti- 
ally dissipates the uncertainty which for months had re- 
tarded long-term investment, hampered business commit- 
ments and weighed upon the high-grade bond market. 

On balance, the recent movement of the various security 
markets appears to support the second view of the situa- 
tion. From their low point of last November representa- 
tive corporate bonds have advanced by approximately 13 
per cent and at this writing are within a fraction of the 
highest level of last year. Since the turn of the year 
municipal bonds, which in the main reflect the judgment 
of large scale investors, have experienced the greatest ad- 
vance ever recorded in so brief a period. At the same 
time notably broad advance has been scored by a great 
variety of preferred stocks. 

It need hardly be said that active and confident recovery 
in these security groups can not be credited to expecta- 
tion by investors of radical credit inflation and sharply 
higher commodity prices, for under such conditions fixed 
income securities, on balance, would lose, rather than gain, 
in attraction. 

In the stock market itself recent weeks have brought an 
interesting and probably significant shifting of trends along 
increasingly selective lines, confirming indications previ- 
ously pointed out in these articles. Even during periods of 
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have forged ahead to new 
highs, notably the motor and motor accessory stocks and 
several chemicals. 

The present market phase may be said to have begun on 
January 15. Up to the present time the rally in the in 
dustrial group has amounted to approximately 8.4 per cent. 
that in the public utility group to 11.7 per cent, and that 
in the railroad group to 17 per cent. Here we have just 
the opposite of the movement which, prior to the latest 
rally, had prevailed for several months. In general, it ap 
pears likely that the forces making for improvement in the 
bond market are the same as those motivating recent better 
demand for rail and utility shares. 

The question of interest at the moment is whether fur- 
ther sustained advance through the spring can logically be 
expected and, if so, what issues or groups of issues should 
offer largest promise either for the pull or for the inter: 
mediate swing. It is obvious that the advance to date has 
attracted a substantially broadened public speculative in 
terest and that professional operations likewise have been 
accelerated. A psychology of optimism, both for the spring 
business developments and for the longer term, now pre’ 
vails. Speculative sentiment is an intangible thing, often 
not closely related to the actualities of corporate earnings 
either current or prospective. No effort to determine the 
limit of a market advance which has caught hold of specu 
lative fancy can ever be more than a guess. For the recent 
rally to carry further certainly would not be surprising. 
The longer outlook, we believe, favors prices ultimately 
higher than now prevail. Yet under the most favorable pos 
sible conditions speculation from time to time runs too far 
ahead of the supporting realities and invites corrective re: 
action which is worth avoiding by marginal traders and 
which is worth waiting for by investors who seek maximum 
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effectiveness in the employment of their available funds. 

We are frank to say that we do not by any means feel 
certain of a sustained and uninterrupted advance from this 
point onward. We are frank to say that a great many 
stocks, especially those of greatest speculative popularity, 
appear to discount with considerable generosity the probable 
earnings of the next six months. 

For these, and other reasons, consideration must be given 
to the present risk involved in indiscriminating purchases. 
Some of the technical indications, while by no means con- 
dusive, are at least provocative of sober thought. In the 
last ten trading sessions, for example, a total of approxi- 
mately 25,000,000 shares of stock has been dealt in and 
the industrial group, supplying the bulk of the activity, has 
on this huge turnover made a net advance of approximately 
3.3 per cent. In other words, of the total concentrated 
rally, considerably more than half of the gain in this group 
was scored on Monday, January 15, on a turnover of about 
3,600,000 shares. 

In the relatively moderate additional advance thereafter 
on greatly enlarged volume we have a clear indication of 
congestion and increasing offerings. It is interesting to note 
that this zone of resistance lies, for the industrial group, 
just a point or two under the highs of last July, where the 
snsational speculation of the spring and summer of 1933 
collapsed. 

It is only natural, of course, to expect the market to en- 
counter difficult going through this price zone. It may 
quite conceivably develop sufficient power to absorb 
offerings around this level and to forge somewhat above it. 
Whether it pushes through the highest level of last July or 
not, however, it appears quite likely that the effort will 
necessarily involve a considerable loss of technical strength, 
in which event, without fresh immediate stimulation in 
monetary developments or in business activity, a period of 
corrective reaction would not be surprising. It is seldom, 
even in the most enthusiastic bull market, that sustained 
advance carries for more than three or four months. The 
present movement has been in progress, without significant 
intermediate reaction, since October 21. 

So far as additional immediate speculative stimulation is 
concerned, it is not to be expected that help will come from 
further money tinkering, for the very purpose of the most 
recent step was to establish a continuing policy. There 
remains, therefore, 


that long-term investment holdings should not be disturbed. 
For the present, however, we recommend that fresh pur- 
chases, either for investment or intermediate trading pur- 
poses, should be deferred, pending more favorable price 
levels. For the further guidance of our readers we present 
herein a list of ten stocks of high grade which we recom- 
mend for purchase in the not improbable event of inter- 
mediate reaction within the next few weeks. 

Business hopes continue to rest upon the expected de- 
velopments of the spring season, bulwarked by large-scale 
Federal spending. During January the forward movement 
in most indices has been of less than the usual seasonal pro- 
portions. This is true of steel mill operations, which have 
been held back by the abnormally heavy shipments of De- 
cember and by tardiness in rail and automotive demand, 
the latter accounted for by production difficulties on new 
models. Car loadings and electric power output, both rep- 
resentative business indicators, have thus far failed to ex- 
pand in seasonal ratio. Check payments have advanced 
substantially, but this index is subject to distortion by in- 
creased activity in the security markets. Retail trade holds 
at the moderately improved level of recent weeks. 

On the other hand, with production difficulties largely 
ironed out, automobile production currently is expanding 
sharply and the industry reports a gratifying total of dealer 
orders on hand. Together with rapid expansion in Federal- 
financed construction, the automobile industry gives un- 
mistakable evidence that it will be a major sustaining in- 
fluence on general business activity during February and 
throughout the spring. 

So far as strictly business factors are concerned, the 
spring outlook is good. Whether it will actually prove 
good enough to sustain further major advance in stocks is 
another matter. It is the habit of the market to discount 
the expectations of the future, rather than to wait and 
look it over. Hopes at present are high and may before 
long need more tangible nourishment. 

Finally, the answer yet remains to be given as to whether 
dollar devaluation has been taken sufficiently into account in 
stock prices and whether credit inflation is so dynamic a 
potentiality as to be a major bullish influence in specula- 
tion. 

As for dollar devaluation within a range of 50 to 60 per 
cent of the old gold parity, suffice it to point out that emi- 

nent monetary experts 
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of long practical ex- 
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tion and from business 
improvement. 
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for the moment, let us 
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Dollar Devaluation and Billions in Expenditures Enter War 
on Depression as Last Reserves 


What the Government Monetary 
Program Means 


To Business 


To Investors 


By THeropore M. KNApPEN 


RAWING an analogy between the World War and 
the stupendous war against the depression which is 
now waging in the United States, we may say that 

as in 1917 the task of the allied leaders, particularly the 
French, was to restore the shaken morale of their armies, 
so President Roosevelt devoted 1933 to restoring the morale 
of the American people. 

Continuing the analogy, we may say that 1934 corre- 
sponds to 1918 of the World War. In the latter year the 
French developed the strategy of a double line of defense, 
which contemplated that the German offensive would be 
stopped definitely in the second line. The Germans having 
lost the initiative it was to be taken up by the Allies and 
pushed without intermission until the decision was obtained. 
And so it was. 

President Roosevelt's first line is one of colossal emer- 
gency expenditures by the Federal Government. 

His second is devaluation of the dollar. 

And then—according to the prospectus—will come an 
irvesistible forward movement of business on its own power. 

The first line of the anti-depression campaign is far from 
being so strong as the advocates of public works and other 
governmental assistance to business would have it. Not so 
much money is devoted to it as they desired. Yet it is a 
stupendous sum—even larger, taking the fiscal years of 
1934 (the current year) and 1935 together, than has been 
heretofore stated, being, actually, nearer twelve than ten 
billions. Moreover, the bulk of this sum remains to be 
spent in the next eighteen months. Roughly, it is calcu- 
lated that by the end of the fiscal year 1934, that is June 30, 
five billions will have been spent, leaving approximately 
seven billions to be thrown into the breach in the fiscal 
year of 1935 and later. 


Not All for Recovery 


In weighing the business recovery effects of these extra- 
ordinary expenditures, which are over and above ordinary 
expenditures of about five billions in the two-year period, 
it must be kept in mind that only a part of them are 
devoted to capital application. They include all the loans 
of the Reconstruction Finance Corporation, a very large 
part of which are in the nature of rescue and salvaging 
operations and represent debt conversion instead of con- 
structive expenditures. They also include 1,800 million 
dollars for Agricultural Adjustment Administration dis- 
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bursements and somewhere around a billion and a half 
on direct relief, including Civil Works Administration, 
Emergency Conservation Work, Deposit Insurance Corpo- 
ration, aid to Federal Land Banks. Even the four or five 
billions which may be ultimately allocated to Public Works 
do not stand in full for direct expenditures on works of 
such a nature as to stimulate the heavy industries, a large 
part going for what are a part of the expenditures of the 
C W A, which is essentially a passing make-work institu: 
tion and is properly relief rather than an expenditure which 
will have a lasting effect on economic life. 

It must also be taken into account that the expenditures 
of the Agricultural Adjustment Administration are largely 
of funds collected by processing taxes, which are merely 
a diversion of private purchasing power into public dis 
bursements. But after making all allowances the emergency 
spending of 12 billion dollars by the Government in a 
period of two years cannot fail to make a deep impression 
on the business life of the country. These expenditures 
come at a time when the income of the people is less than 
half what it was four years ago. Twelve billions, added to 
70 billions in two years, must be conceded to have a power’ 
ful priming effect. It is undeniable that the extraordinary 
expenditures of the Government already have had @ 
marked effect on business recovery in the consumers’ and 
service industries. 


Putting the Cart Before the Horse 


The weak spot in the program of spending our way back 
to prosperity is that so small a proportion of the money 
goes directly into the producers’ goods industries. Virtually 
nothing has been done yet to stimulate the building and 
construction industry which is the fountain of prosperity 
in the durable goods industries. And there is no evidence, 
as yet that much, if anything, is to be done in that direc’ 
tion. The feeling in Washington is that this time the cart 
must be put before the horse. It is argued that all that 
the Government could possibly do in assisting the heavy 
industries is in the nature of priming—that it could not 
possibly spend enough money on construction to do more 
than that. 

It is conceded that in other depressions construction has 
led the way to prosperity, but it is felt this time it must 
wait on the revival of consumption, the slow recovery ° 
confidence by capital and the equally slow rebuilding ° 
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investment banking. There probably will be some direct 
priming of residential construction through government 
loans to prospective home-owners, but it will be more for 
the purpose of competitively spurring the ordinary sources 
of financing of such building into activity from the inertia 
of fear, the urge for liquidity, and hesitancy on account 
of uncertainty as to the future valuation of the dollar. 
Another reason for the hesitancy in this regard is the 
judgment that in residential as well as industrial and com- 
mercial construction it is still too early to determine what 
will be the normal requirements in the future in view of 
the approach to population stability and the consequent 
decline in the requirements for housing population and busi- 
ness expansion. 

Washington hopes that the stimulation of consumption 
will contribute steadily to a revival of building as people 
grow away from the defensive thrift motive into that of 
enterprise and adventure—and it dreads the political and 
pork-barrel abuses of direct governmental aid to home- 
builders or to industrialists. Also, on the industrial side, 
is the political consideration that the popular mood at 
present is set against subsidizing corporations, especially 
large ones. Finally, there is the persistent New Deal theory 
that the future prosperity is to be more than in the past 
a prosperity of consumers’ goods, and that it is necessary 
to be on guard against diverting any large part of the 
national income from spending to saving for new capital 
investment. And then the second line of the battle against 
depression is about ready for service. 


Confidence and Inflation 


That second line—approximate and then final devalua- 
tion of the dollar—is regarded by Washington as inflation 
and confidence restoration in one. Whatever other econo- 
mists may think of it—including the “retired” Professor 
Sprague—the economists who now ride fast and hard in the 
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service of the Government believe that a dollar about cut in 
two will bring relief to long-time debtors, cause a gradual 
ascension of price levels (thus putting a premium on business 
activity), push up raw materials prices faster than those 
of finished goods, thereby improving the position of agri- 
culture and the extractive industries, and making generally 
for equitable exchange prices between different products. 
The control of industry through the codes, it is believed, 
will tend to prevent runaway, speculative prices and exor- 
bitant profits while protecting moderate profits. At the 
same time, the visioned final stabilization of the dollar is 
interpreted as dissipating fear and lack of confidence aris- 
ing from uncertainty as to the monetary factor. 

But so profound a change in the monetary yardstick and 
medium accompanied by equally far-reaching changes in 
the central banking structure of the country can not be 
infallibly appraised. These radical changes may seriously 
shock the owners of capital as well as the users of it. 
Briefly, the legislation just enacted authorizes the appropria- 
tion by the Government of all the gold of the twelve Fed- 
eral Reserve Banks, the gold which is the metallic backing 
of Federal Reserve currency,—by far the largest item in 
our formal money circulation. This appropriation was nom- 
inally to take for the Government all the profit that will 
arise from the devaluation of the dollar. That devaluation 
may be as high as 50 per cent or as low as 40 per cent, 
measured by the present gold content of the dollar. The 
profit to the Government of turning dollar-dollars into 
50-cent dollars would be $3,500,000,000. For their nom- 
inal 3,500,000,000 dollars, the Reserve Banks will not get 
back the devaluated gold dollars, but only non-convertible 
certificates, the Government will retain actual possession. 

The banks will not have possession or control of the gold 
behind their notes. Neither can they acquire gold, as all 
that may come into their hands must be turned over 
to the Government. The next step may well be the 
deprivation of the Reserve Banks of their power of cur- 





tency issue. Then the direct control of all the money of 
the country will be in the hands of the Federal Govern- 
ment. 

Having the cash behind credit, credit control may be 
the next step. Then both cash and credit will be solely 
in the hands of the political power. It will not be integrated 
with the business and financial life of the country. The 
possibilities of abuse of this political power are obvious and 
enormous. Every Presidential campaign, perhaps every 
congressional election, might put the central banking sys- 
tem’s nature and policy into the battle of ballots. 

With all the gold of the nation (bank or private as to 
former ownership), in its possession, the Administration 
now enters upon a campaign for control of the dollar in 
foreign exchange price, which is quite different in its set- 
ting from the futile gold buying of the past several months. 
In the first place, the upper limit of eventual revaluation 
is fixed at 60 cents, so that now it is the statutorily declared 
policy of the United States to revalue the dollar within 
limits of 50 and 60 per cent of its present gold content. 
In the second place, two billion dollars of the profits result- 
ing from the devaluation of the dollar are to be set aside 
as a stabilization fund, which will be used to buy and sell 
gold and foreign exchange for the purpose of fixing the 
foreign price of the dollar. At first, it is believed, this 
fund will be used to force the dollar down or to resist its 
strong tendency to rise, as expatriated capital returns to 
a dependable haven at home. These exchange operations 
may result in profit or loss, probably loss—perhaps enor- 
mous. Initial revaluation in all probability will be at 
60 cents. 


Inflation Is Decreed 


We are now embarked upon a declared policy of mone- 
tary inflation, not of printing press money, but of basic 
money—gold. If this policy hastens recovery and checks 
fiat money, inflation passes out of the picture for 
good, thus dissipating the possibility of unlimited inflation 
of money by putting in its place a smaller dollar. The 
familiar theory is that debasing the monetary unit eventu- 
ally results in a corresponding rise in prices, because the 
standard of prices is shortened; a dollar cut in two as to 
its gold value would logically call for two dollars where 
one sufficed. 

Mainly on the expectation that devaluation would come, 
we have had a price rise of 19 per cent since last March. 
If the theory works, now that devaluation is declared with- 
in a narrow limitation, we may expect a further rise of 
prices of 81 per cent over the March level. But the theory 
may not work. Other factors than the length of the mone- 
tary yardstick are involved. Supply and demand can not 
be ignored. Popular psychology is involved. To the man 
in the street a dollar is a dollar if it still buys what he 
considers a dollar’s worth. It is re- 
called that in the case of Germany’s 
prodigious paper money inflation, it 
was a considerable time before the 
populace came to the conclusion that a 
mark was not a mark; they thought 
that commodity values were going up, 
not that the mark was going down. 

France is often pointed to as an ex- 
ample of what we may expect, French 
price levels in francs being about five 
times what they were before the war 
when the gold franc represented nine- 
teen cents, instead of four since de- 
valuation. But France revalued only 
after many years of rising paper prices, 


384 


Guesemnen 
i 


during which time the man in the street had come to recog. 
nize that the franc was no longer a real franc. When 
France revalued she recognized by law the actual fall in the 
purchasing power of the franc. We are reversing the 
French process—endeavoring to raise prices by statutory 
revaluation of the dollar. France over a long period was 
flooded with paper francs to such an extent that the public 
came to measure goods against the volume of money. We 
do riot contemplate—at least so far as can now be foreseen 
—a great increase in the volume of dollars. England has 
been off the gold standard for thirty months, and with the 
certainty that when it goes back to it the pound will be 
greatly devalued, and yet domestic prices have remained 
practically stationary. 

The subject is complex and involved and can not be 
pursued at length. We will have to leave it by saying that 
we have adopted a policy of inflation that may not inflate, 
although the consensus of economic judgment is that it will. 
Certainly dollar prices will tend to rise for exports, and 
bring an increase of prices in such goods generally, and, 
“other things being equal,” the resulting tendency would 
be toward higher prices in general. 


“Setting Off” Credit 


It remains to be seen whether credit inflation can be arti- 
ficially brought about. Two years of effort in that direction 
have failed. The dynamite of credit expansion has been 
provided but nothing detonates. It is ordinarily the volume 
of bank deposit money—checks—which determines price 
tendencies in this country, so far as those tendencies are 
not determined by other conditions. The seizure by the 
Government of the dollar profit resulting from devaluation 
leaves the Reserve Banks with an ownership of just the 
same number of new dollars as of the old. But the Treasury 
will have the same additional amount of gold dollars, and 
some way must be found to mobilize them. It is not quite 
clear how they will be put into circulation in the form of 
representative paper money, but it is significant that the 
bill authorizes an issue of 2.5 billions of Treasury notes. 

The spending of three or more billions of magically 
created money, which will be piled on top of the already 
sky-scraping reserves, will afford a potential credit expan 
sion (beyond Federal Reserve control) of as much as 35 
billions. The conditions of credit inflation are potentially 
present—all except the trifles of demand for credit and the 
willingness to extend it. Government obligation issues 
increase almost weekly and will reach a total of 31 billions 
in the not distant future, affording an enormous amount 
of collateral. Surplus bank reserves ‘approximate a bil- 
lion dollars, prices have risen, the Government is spend 
ing money like a drunken sailor, business has greatly 
improved in many lines and public sentiment is optimustic; 
yet bank credit remains immobile, although the Govern: 

ment strives through bank deposit in’ 
surance, additional banking capital and 
exemplary loans— to give it a start. 
The question now is whether the defi- 
nite approach to ultimate revaluation 
of the dollar will have the effect of 
encouraging good borrowers to borrow 
and capitalists and the banks to lend. 

If it does, we may soon be off, not 
only toward prosperity but toward @ 
dangerous price boom. 

If it doesn’t, we shall be up against 
another critical period. 

If business expansion does not absorb 
the millions of unemployed who have 

(Please turn to page 421) 
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World Economic Flashes 


By Ernest GREENWOOD 


Equalization Fund 


Both Paris and London are noting 
the significance of the fact that the pro- 
posed 2-billion-dollar fund corresponds 
dosely to the estimated American bal- 
ances abroad. It is expected that this 
two billion dollars of American capital, 
resting quietly in other countries and 
away from the turmoil of an india rub- 
ber currency, will hasten home bring- 
ing along with it.a lot of foreign capi- 
tal seeking “‘sanctuary” in the United 
States. Already a considerable buying 
of American securities by foreign in- 
terests has been noted. 


Public Utilities 


Eight years ago Lord Rothermere, comparing the system 
of private ownership and operation of public utilities in 
America with the system in England, wrote: “In Great 
Britain our totally inadequate production of power is car- 
tied on under a petty and parochial system of methodless 
nuddle. Instead of one great power pool flooding an area 
with cheap electricity, there will be found in England doz- 
ens of concerns, municipal and private, peddling limited 
oo gi under conditions inadequate, costly and compli- 
cated,” 

Today, in his London Daily Mail, he is calling on all 
young Britains “to break the strangle hold which senile 
politicians have so long maintained on public affairs.” He 
would turn the Stalin-Hitler-Mussolini trio into a quar- 
tet by adding one Sir Oswald Ernald Mosley to the act. 
He probably won’t get anywhere and we may not agree 
with him but we might give some thought to the “method- 
ss muddle” of power production and distribution for 
which government ownership and operation in England is 
responsible. 


C Opper 


The news that the Japanese Copper Producers Associa- 
tion has decided to abandon the output curtailment agree- 
ment causes no ripple in our own copper industry. Japan 

always been an importer and not an exporter of copper 
~her production is not great enough to affect the world 
market. Furthermore, she buys very little from us—a few 
hundred tons of scrap each year. 

In fact, no one seems to understand why Japan restricted 
production in the first place except that limiting production 
of this and that became the fashion and Japan always 
eps up with the industrial and economic fashions. Now, 
‘pparently, Japanese copper producers are drawing on 
their stocks of the metal for they are shipping more than 
they produce. The munitions business is looking up in 
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the flowery realm of the Mikado. 
While talking about copper it is un- 
derstood that Russia, thinking in terms 
of munitions, has been trying to buy 
large stocks of copper in this country 
but the disagreeable subject of credits 
keeps cropping up. Our copper min- 
ers may be up against it but they are 
a hardboiled lot and their copper looks 
better to them than Soviet I. O. U's. 


* * * 


Embargo 


American manufacturers have joined 
the hullabaloo against Japanese goods 
and are asking for enforcement of 

the embargo provisions of the N R A in an effort to 
exclude Japanese products from this country. Exclusion 
of such commodities as cotton rugs, lead pencils, matches 
and canned goods have already been asked while a long 
list of other products such as dinnerware, toys and leather 
goods will be included in further appeals. Like manufac- 
turers of other countries our folks claim that low cost of 
production and the depreciated yen makes it impossible for 
them to compete with imports from Japan. 


* * * 


Devaluation 


Having already depreciated the yen to a point where 
she has the whole economic world by the ears, Japan now 
proposes to follow our example and devaluate it still fur- 
ther by reducing its gold content. Incidentally she also 
proposes to strengthen her gold reserves by the systematic 
purchase of gold, these purchases to be financed by antici- 
pated profits from the devaluation of the yen. 

Just like our scheme of taking $3,000,000,000 worth of 
gold away from the Federal Reserve, giving $3,000,000,000 
of gold certificates in exchange for it and then saying: 
“Now we have five billion dollars and therefore two billion 
dollars to play with.” 


The Saar 


Two months ago we predicted that the 738 square miles 
known as the Saar Basin, with its 19 billions of tons of 
coal and its many important industries, was destined to 
give the League of Nations Secretariate and, perhaps, all 
of Europe a series of severe nervous head-aches. The 
aspirin trade is already booming in Geneva as well as in 
London, Paris, Rome and Vienna. Apparently the League 
is going to have about as much trouble in securing a free 
plebiscite in 1935 as reformers in New York City had in 
securing a free election in the days of Bosses Tweed and 
Crocker. (Please turn to page 423) 


385 





q Overproduction Is an Illusion of Every Depression in History. 


Our Economic Tools Are Largely Obsolete and Inadequate 


in Supply. 


Wealth Without Limit Lies 
Ahead 


By LAURENCE STERN 


GC E) eroninnentaeie is a fatal effect of con- 
temporaneous economic organization.” 

Thus was our economic doom soberly pro- 

nounced 114 years ago by Sismondi, noted Swiss economist. 


“The full supply of economic tools to meet the wants 
of nearly all branches of commerce and industry is the most 
important factor in the present industrial depression. It 
is true that the discovery of new processes of manufacture 
will undoubtedly continue, but it will not leave room for 
a marked extension, such as has been witnessed during 
the last fifty years or afford a remunerative employment 
of the vast amount of capital which has been created during 
that period.” 


Such was the warning sounded forty-seven years ago by 
United States Commissioner of Labor Carrol D. Wright. 

Yet since 1819 the expansion of human productivity and 
the resultant rise in the individual's standard of living has 
been almost incalculable; and since 1886 production per 
capita in the United States has approximately doubled and 
real wages have advanced by 75 per cent. 


[llusion Sismondi and Wright were not feeble-minded. 

What each saw was merely an illusion created 
by depression. Nor were they alone in grasping this illu- 
sion. Economic history as far back as we have record is 
heavily spotted with equally dismal forecasts by equally 
prominent men. They are to be excused, for under. the 
stress of acute depression, with its temporary breakdown of 
the economic organization, it is difficult to see the realities. 
In every major depression of the past century and a half the 
illusion that the end of expansion had been reached has be- 
fogged the eyes not alone of economists and statesmen but 
of the public itself. 

Yet from the history of the past we appear to. have 
learned little. Do we see with clear eyes in this year 1934 
or is our national vision again fogged with the old illusion? 
The fact is that in much that the Government is doing for 
the cause of economic recovery there stalks precisely the 
fallacy of Wright and Sismondi. 

We are told that the thing to do is to raise wages, to 
buy more food and clothing, to consume more of the perish- 
able things, to save less, to spend less on facilities of pro- 
duction. This is the philosophy of the N R A. It frowns 
upon the introduction of more efficient machinery and the 
expansion of production capacities. 

Why? Because we are assured by one of President 
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Roosevelt’s well-meaning New Deal philosophers that: 

“On the whole, the Nation's capital equipment is already 
built.” 

If this is true, it is to say that we have enough good 
houses, enough good machines, enough good roads, enough 
good locomotives, enough of the hundreds of durable prod: 
ucts that each of us desires in addition to the mere neces 
sities of food and clothing. If this is true, it is to say 
that our standard of living can never be higher. If this 
is true, it is to say that after mankind has striven since 
the dawn of civilization to produce ever more wealth, we 
now have enough wealth. 

It is the “supply of economic tools” which Wright spoke 
of that so largely constitutes the national wealth, for wealth 
certainly does not consist of perishable goods. In reality 
depression is a period in which men cease to produce dur 
able wealth. Only in its confident production can all men 
find work. Only in its confident production can modem 
business prosper. 

Meanwhile, as the world craves for more wealth, our 
Government spends $10,000,000,000 for the direct and 
indirect relief of 10,000,000 men who normally are pro 
ducers and distributors of wealth, and business itself looks 
to Washington for stimulation. True, our system of trade 
is imperfect. The distribution of the products we know 
how to make in such abundance is faulty. These parts of 
our economic organization demand adjustment. To adjust 
them is to recognize a reality. To proceed on the stagnat’ 
ing philosophy that the Nation’s “capital equipment 
already built” is to be misled by illusion. We did not 
possess “the full supply of economic tools to meet the 
wants of nearly all branches of commerce and industry 
in 1886, as Wright mistakenly proclaimed. We do not 
possess the full supply today. 

It is the purpose of this article to sketch in merest out 
line some of the vast possibilities of productive expansion 
lying ahead of us. Those that can be clearly seen “ 
if grasped, keep us busy and prosperous for a deca 
Those yet to come from the test tube and the laboratory 
are beyond the scope of imagination. 


; The construction industry normally is one of 
ie a the chief producers of business activity and 2 
major source of employment. Its present volume, even W! 
Government stimulation, is less than 20 per cent of that . 
1928. Even greater stagnation gtips residential construc 
tion. Yet there is a shortage of housing—not a surplus 
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Apparent surplus is illusion. Against the vacancies that 
the eye sees, in every city thousands of families are living 
“doubled up.” In 279 cities the Bureau of Labor Statistics 
found that the number of families increased by 757,112 in 
the three years 1930, 1931 and 1932 and that new residen- 
tial units were supplied for only 257,300 families or one- 
third. In 1925 the number of new dwelling units provided 
for every 10,000 population was 121.8. For the years 
1921-1930 it averaged 92.5. In 1931 it averaged only 21.4 
and in 1932 only 5.9. For 1933 it was still lower. 

A recent survey in Philadelphia showed 25,000 vacan- 
cies, but 29,000 families doubled up with others due to 
reduction of incomes. In addition to the need for new 
homes, there is an equally vast need for the repair and 
modernization of old houses, for depreciation and obso- 
lescence have not stood still during more than three years 
of depression. The demand for small homes on good-sized 
plots, for modern insulation and modern air-conditioning 
has barely been scratched. A recent NRA survey of 
needed construction estimates the total in all classifications 
in excess of $14,000,000,000. 

Good houses and all the things that go with them 
represent wealth in its most solid and enduring form. In 
the next ten years we can not build too many of them. 


In our economic organization the 
railroads rank with construction in 
importance. For example: In the five-year period 1925- 
1929 the railroads consumed 25 per cent of the coal and 
20 per cent of the fuel oil used in the United States; 39 
per cent of the steel castings, more than 20 per cent of 
the lumber, 8 per cent of the cement and 20 per 
cent of the finished steel. In the decade preceding 1930, 
their new capital expenditures averaged more than 
$700,000,000 a year and their expenditures for mainte- 
nance averaged more than $2,000,000,000 a year. In 1932 
these expenditures were cut to $167,000,000 and $970,000,- 
000, respectively. 

Today more than half of all locomotives owned by Class 
I roads are more than twenty years old and only 16.7 
per cent are less than ten years old. There has been a net 
decline of 180,000 serviceable freight cars during the de- 
pression and bad order cars have increased from 5.4 to 15.4 
per cent of the 
total. 

Moreover, the 
rate of obsolescence 
8 increasing 
rapidly at the pres- 
ent time as inven- 
tive genius steadily 
improves railway 
equipment. The 
trend is toward 

vier rails, more 
ficient — locomo- 
tives, lighter pas- 
snger cars and 
faster trains. Alu- 
minum passenger 
fs are a com- 
Mercial reality. 
light - weight, 
streamlined trains 
are being regu- 
Y run on the 
lington at 120 
miles an hour. The 
ew Haven will 
80on place a simi- 


Transportation 


Joseph Pennell Etching. Courtesy Kennedy & Co. 
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lar train in service between Boston and Providence at a 
speed of 110 miles an hour. The United States Steel Co. 
regards the opportunity for use of new alloy steels in im- 
proved railway equipment as virtually without limit. 

L. F. Loree’s Delaware & Hudson has found that a loco- 
motive with 15,000 parts can be built better with about 
4,000 less parts. Under the same management the Kansas 
City Southern is building an automobile car which will 
carry four automobiles instead of three, thus reducing the 
freight cost by 33 1/3 per cent, and in which the number 
of parts in the underframe have been reduced from 1,278 
to 15. 

As useful capital tools, our railways are only partly and 
imperfectly built. 


Machinery At their best level of 1933 machine tool 

orders were no more than 25 per cent of 
the 1929 figure. Yet it was estimated even in 1929 that 
half of the machines then in use were more than 10 years 
old. Since then we have had more than four years of de- 
preciation and obsolescence and likewise four years of in- 
tensive progress in machine design. The machine tools 
and equipment available today are far advanced in efficiency 
over those available in 1929. 

It is the machine which enables goods to be produced at 
lower cost and sold at lower prices, thus tending with only 
temporary interruptions to raise the level of real wages. 
In the face of depression, of course, there is a strong tempta- 
tion to regard the machine as a destroyer of labor. Even 
the American Federation of Labor looks somewhat askance 
at further mechanization. The N R A and some of the 
Roosevelt Brain Trust appear to distrust the machine. Not 
long ago the Technocrats warned that it would destroy us. 
Actually, machinery has made more employment than it has 
destroyed and will do so in the future. If the wealth of the 
world can be produced at ever less cost and ever shorter 
hours of labor, so much the better. 

The real task is properly to distribute the output of the 
machine for the maximum benefit of all, for this age of 
science and mechanization belongs to us all. That the 
machine itself is our destroyer is, again, merely illusion. 
The potential market for the replacement of machine tools 
with new and more efficient ones is without limit. 

Radio is in its 
infancy and tele- 
vision is just 
around the corner. 
As this is written 
the Radio Corp. 
of America has 
been licensed to do 
a land communica- 
tion business 
within the borders 
of the United 
States. It will 
erect stations at 
New York, Chi- 
cago, Boston, New 
Orleans and San 
Francisco for the 
transmission of 
commercial ~ mes- 
sages. Under a 
new system three 
messages can be 
sent simultane- 
ously at a speed of 

(Please turn to 

page 417) 
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Utility Capital? 


What's Ahead for the Utilities? 


By Francis C. FULLERTON 


Consuming Demand Grows, but Operating Costs Are Higher 
and Political Attack Continues 


~ 


What Does the Administration Consider a Fair Return on 








1933 was a year 

of recovery in 
earnings and expansion 
in dividend payments. 
For the public utility 
industry 1933 was a 
year of moderate re- 
covery in consuming 
demand—but of lower 
profits and of declining 
dividend payments. For 
most business 1934 ap- 
pears to hold consider- 
able promise. For the 
public utility industry 
1934 is a year of doubt. 
Here we have a para- 
dox—all the more strik- 
ing when one recollects 
what a short time ago 


Fs most business 
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tax bill for 1933 is es 
timated at $250,000, 
000, as compared with 
$217,000,000 in 1932 
and $187,500,000 in 
1929. 

The demand for util- 
ity services at present 
is slowly rising. About 
half of the maximum 
depression decline in 
output of _ electricity 
has been recovered. 
From present levels, in 
fact, the weekly output 
of electricity would 
have to increase only 
some 15 per cent to ap: 
proximate the average 
of 1929. It is not im 
probable that such ex: 
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it was that public util- 
ity securities, owned to 
the tune of many billions of dollars by from two to three 
million investors, were commonly regarded as among the 
safest and soundest of investments. 

For the change that has come there are many reasons. 
These we have summarized in previous articles dedicated to 
the puzzled, if not seriously alarmed, utility investor. His 
plight is a continuing one, however, and the need for de- 
fense is no less sorely present in this first quarter of a new 
year. 

A few figures suffice to tell the story—or at least that 
part of the story which is a matter of statistics. The elec- 
tric output of 1933 was 2.8 per cent higher than in 1932 
and domestic use of electricity set a new high. Gross rev- 
enues, however, were 3.3 per cent less than in 1932. Rates 
were substantially lower for industrial power and moder- 
ately lower for domestic electricity, averaging for the latter 
5.48 cents per kilowatt hour against 5.58 cents in 1932, 
5.78 in 1931, 6.04 in 1930 and 6.03 in 1929. 


The Tax Bill 


And while rates and revenues were lower, operating costs 
and taxes were higher. The Roosevelt Administration hav- 
ing succeeded in part in its effort to raise commodity prices, 
all materials purchased by the utilities have gone up. In 
compliance with N R A, payrolls are larger. The utility 
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pansion lies ahead, but 
it is improbable that 
recapture of the 1929 volume of sales will bring a return of 
1929 profits—unless there is a decided change in the current 
ratio of rates to operating costs. Hence, one can scarcely 
escape the conclusion that while business recovery this year 
may make present utility dividends more secure, especially 
as regards sound operating companies, the prospect of an 
early restoration of what was formerly regarded as “nor 
mal” utility dividends is by no means roseate. 

The above operating statistics, of course, are results of 
the conditions confronting the utilities. Causes are some’ 
thing else again. Rightly, the utility investor today is keep’ 
ing his eyes on politics, for the forces which he has to fear 
are political, rather than economic. In the political attack 
on the privately-owned utilities there is no discernible 
slackening of purpose on the part of our public officials— 
from President Roosevelt down—who seek public favor by 
promising cheaper utility services either by forcing reduc’ 
tions in rates by the private companies or through tax 
subsidized government competition. 


Utility Investors Organize 


If anything, the illusion that government will present the 
public with a vast saving in its electric power bill permeates 
politics more thoroughly than ever. On the other side the 
only ray of light that the writer can see is that the utilities 
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themselves show faint signs of becoming tired of supinely 
taking it on the nose; that certain large utility investors, in- 
duding institutions such as the Metropolitan Life Insurance 
Co. appear to be growing restive as they contemplate what 
the New Deal may do to their utility investments; and that 
an organization of utility security owners—the American 
Federation of Utility Security Owners, headquarters Chi- 
cago—has actually had the nerve to set itself up, financed 
by small contributions from individual investors, and to 
sek self-protection. 


The Utility Case 


The fact is that the private utilities on the whole have a 
good case and the utility-baiting politicians have very little 
case. Yet anti-utility propaganda has been far more effec- 
tive than pro-utility propaganda. About the very word 
“propaganda” there is a subversive connotation. Yet it is 
dearly necessary that the cause of the utility investors must 
be “sold” to the public, whether by the corporations or by 
investors themselves. 

The truth is all that needs to be brought home to the 
public mind. Abuses there have been, of course, especially 
centering in top-heavy holding companies. But the loose 
promise that government, either Federal or local, can effect 
a major saving in the public’s bill for domestic electricity 
would be funny if it were not so serious in its results. 

The case for the utilities could not be better or more 
simply presented than in the accompanying chart. The 
American Federation of Utility Security Owners could do 
nothing more convincing than to mail a copy of this chart 
to every Congressman, to every Governor and to every 
member of a state legislature, if cost precludes its presenta- 
tion to every voter through circularization or advertising. 

This chart covers a 
period of thirty-three 
years. It shows that 
over this entire period 
the cost of residential elec- 
tricity—taking the average 
kilowatt rate for the en- 
tire country as reported 
by the Edison Electric In- 
stitute—has declined with 
only brief and minor in- 
terruptions while the gen: 
eral cost of living has 
moved skyward. Specific- 
ily, it shows that domes- 
tic electric rates have been 
reduced by approximately 
60 per cent while the cost 
of living, as figured by the 
United States Bureau of 
Labor Statistics, has 
doubled. 

According to the Edi- 
son Electric Institute, the 
average monthly bill for 
domestic electricity is 
2.77 or nine cents a day. 

Us, it is out of the sum 
of nine cents a day that 
the politicians propose to 
effect a saving for the vot- 
ing public The average 
citizen spends five cents a 

y for morning and after- 
hoon Newspapers, ten to 
twenty cents a day for 
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subway, trolley or bus fare to and from work. He 
spends from fourteen to sixteen cents for the family’s 
daily bottle of milk. He spends some thirteen cents for a 
package of cigarettes. Indeed, the Federal Government’s 
tax on a package of cigarettes is six cents, while one kilowatt 
hour of electricity can be bought today at an average of 
5.48 cents. In most states, state and Federal taxes on a 
gallon of gasoline amount to more than half of a full day’s 
cost of domestic electricity. 

Yet the Roosevelt Administration is committed to a pro- 
gram of spending hundreds of millions in the public devel- 
opment of power sites at Muscle Shoals, Boulder Dam, the 
Columbia Basin and the St. Lawrence Waterway in order 
that these projects, by competition with private utilities or 
as “yardstick” example to them, will lower the cost of resi- 
dential electricity. The ultimate cost of this program is 
anyone’s guess. It will hardly be less than $1,000,000,000. 
That this program will in the long run provide the average 
individual with better service and cheaper service remains to 
be proved. That it will effect savings proportionate to the 
cost at the taxpayers’ expense is very much to be doubted. 

If there is merit in the “yardstick” example—actually 
there is none, for the variations in costs of producing and 
distributing electricity are, obviously, enormous as between 
different territories—why not a Government yardstick ex- 
ample for cigarettes, for the daily bottle of milk, for gaso- 
line? On each of these items the average family which uses 
them pays more per day than it pays for its electricity. 


The Electric Bill 


On the cigarettes that we smoked last year we paid the 
Federal Government some $330,000,000 in taxes. The total 
electricity bill for some 20,000,000 wired homes is estimated 
to have been approximate- 
ly $675,000,000. A sav- 
ing of some 5 per cent 
in our per capita cost 
of Federal and local 
government would more 
than pay the entire bill for 
domestic electricity. On 
the other hand, if it were 
conceivable that present 
average rates for electric- 
ity could be reduced by 
25 per cent the saving in 
our 20,000,000 wired 
homes would be the rela- 
tively small sum of some 
$170,000,000 a year, in 
which happy event the 
average family would save 
24% cents a day on its 
electricity and with the 
difference between 9 cents 
and 734 cents could buy 
another morning news- 
paper with a few mills ta 
spare. 

Nevertheless, public op- 
eration of the power sites 
at Muscle Shoals, Boulder 
Dam, the Columbia Basin 
and the St. Lawrence 
Waterway draws ever 
nearer—public operation, 
which is to say political 
operation. If such tax- 
(Please turn to page 418) 
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Home Owners’ Loan Bonds 


Federal Farm Mortgage Bonds 


Government Mortgage Corporations 
Offer New Investment Vehicles 


Prospective Guarantee of Principal as Well as 
Interest Puts Bonds in Attractive Position 


By C. M. WHEELER 








NVESTORS are being in- 
I troduced to a new type 

of Government bond— 
guaranteed bonds of Govern- 
mental mortgage corporations. 
Before this article is published 
Congress will probably have en- 
acted a law guaranteeing the 
principal, as well as the interest 
(which is already guaranteed) 
of bonds issued under the auspices 


Coupon rate 


Due in 1951. 





Home Owners Corporations 


Price range....................0W SB Nov. 8 


Guaranteed by the Government as to interest. 


them. This undertaking is tem: 
porarily held up, pending the 
enactment of principal-guaran: 
teed legislation. It is believed by 
the authorities involved that this 
is a propitious time for a cam 
paign of education to establish 
the merit of the bonds and at: 
tain a broad and active market 
for them. 

As these eighteen-year bonds 


High 93 Sept. ’83 
Recent bid 94 











of the Farm Credit Administra- 





pay 4 per cent against a 





tion in exchange for existing farm 

mortgages. It is known that the President favors a similar 
course in regard to the bonds issued by the Home Owners 
Loan Corp. of the Home Loan Bank System, and legisla- 
tion will soon be introduced to that end. 

The purpose in both instances is to make the bonds more 
acceptable to mortgagees, and thus facilitate the conversion 
of mortgage debt burdens into mortgages of lower interest 
rates and longer terms, with an amortization provision. 
With such an inclusive guarantee the affected bonds will 
become the equivalent of straight government bonds as to 
security of both interest and principal. 

Each group of bonds is limited to a total of two billion 
dollars. They will have behind them not only the govern- 
ment’s guarantee but the mortgages that replace those fo 
which they are exchanged. ; 

Only Home Owners Corp. bonds have as yet reached 
the public, the conversion so far effected of farm loans hav- 
ing been on a cash settlement basis. So far the mortgagees 
who have accepted them have been confronted by the fact 
that their market value is lower than their face. They 
have had to take a realization loss at the start, in addition 
to the sacrifices entailed in meeting exchange requirements. 
With the principal guaranteed, instead of only the interest, 
as at present, it is certain that the market discount 
will be small if it exists at all. In fact, both Home Loan and 
Farm Mortgage issues might well sell over par. Home 
Owners Loan Bonds sold as low as 83. On the prospect 
of guarantee they recently rose to the current level of 94. 

Owing to the obvious necessity of issuing the bonds to 
individual mortgagees instead of disposing of them en bloc 
to banks and otner financial institutions, as is the case with 
regular Government issues, they lack market support. 
Before principal guarantee became a virtual certainty the 
Home Owners Loan Corp. had undertaken through a 
group of investment bankers to create public interest in 
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realizable income of considerably 
less than 4 per cent from some of the outstanding issues of 
Governments, there is a possibility that they may tend to 
pull down the prices of the latter, when fully established 
in the esteem and appreciation of investors. At any rate 
the better the market price for them the more attractive 
they will be to mortgagees to whom they may be offered 
in exchange for their mortgages on residences, and the more 
rapidly will this sort of debt relief progress. It is settled 
that the guarantee of principal will be made applicable to 
bonds already issued. 

In the case of the farm mortgage relief bonds an inter 
esting question will arise as to what will be their effect 
on the Federal Land Bank Bonds, which are now selling 
at a discount of one to 10 per cent, being without literal 
guarantee as to either principal or interest. It is thought, 
however; that the inference will’ be so strong that 
if the Government explicitly stands behind one sort 
of Farm Credit Administration bonds it will, in fact, 
stand behind the others, that their investment will be 
enhanced. 

The Federal Land Banks will be able to exchange their 
bonds with the Federal Farm Mortgage Corp., for its bonds, 
guaranteed as to both principal and interest, and then ex’ 
change the corporation’s bonds for farm mortgages. They 
may also sell their bonds to the corporation and thus get 
cash to lend, provided the latter issues bonds to the public— 
as it may and eventually will. 

Owing to the lack of private financing at present, the 
Home Owners Loan Corp. is of the opinion that a concerted 
effort to interest investors in its bonds will soon result in 
the establishment of a ready over-the-counter market for 
them from individuals to individuals. A little later, when 
the present investment lethargy is overcome, it would prob 
ably be more difficult to arouse understanding of and inter’ 
est in them. 
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Bonds on the Upgrade 


Abandonment of Currency Inflation Reassuring 


—Government Financing Need Not Be Feared 


By J. S. Wittiams 


activity in the bond market? Is it justified? Will 

it last? These are the questions which every in- 
vestor is asking himself and on their being answered cor- 
rectly much depends. 

The principal cause of the higher esteem in which bonds 
now are held goes back directly to the currency question. 
When the country abandoned gold last spring and there 
was much talk from the camp of the wild-eyed inflationists, 
no one knew where the depreciation of the currency was 
going to stop, and naturally, not knowing, everyone feared 
the worst. This fear, always at the back of the investor's 
mind flowed and ebbed during the whole of summer and 
autumn, bond prices fluctuating accordingly. 

In November, anxiety over the future of the dollar 
reached the panic stage. Foreign currencies in terms of 
dollars soared, while domestic bonds daily sank to new 
depths. This was followed by realization that the ruination 
of the dollar was more remote than had previously been 
thought. The Government swung steadily to the “right.” 
The grounds for a more hopeful attitude towards bonds 
became the stronger when the dubious gold-buying policy 
was pursued less vigorously. Finally, 


W ace is the cause of the recent strength and 


price of their bonds. Finally, over all types of fixed-income 
bearing securities the benign influence of easy money rates 
has shone, needing only the removal, or alleviation, of ad- 
verse currency factors to become effective. 

With such a background, it is apparent that the second 
question, “Has the rise in the bond market been justified,” 
answers itself. Bond prices were low at a time when cer- 
tain very live fears were lessened and certain favorable 
forces came into play—justification enough for rising quo- 
tations. But will it last? This is a question much less 
easily settled. 

As with the stock markets, the commodity markets, and 
business generally, the future of the bond market seems 
inextricably involved with developments in Washington. 
It was Washington’s currency-inflation talk and currency- 
inflation actions that “broke” the bond market. It was 
Washington’s cessation of such talk and such actions that 
was the principal cause of the recent rally. And it is to 
the probable future action of Washington towards spend- 
ing, taxation and financing that one must look first in 
attempting to discover whether the rise in bonds will last. 

When our Government decided to finance its enormous 

expenditures in an orthodox way— 





rumors of stabilization were sub- 
stantiated in the President's recent 
message to Congress in which he 
asked for authority to fix the gold " 
value of the dollar between fifty 4 
and sixty cents of the old dollar. 
The President’s message gave the 
bond market such impetus that 
transactions for the week ended 
January 20 were not far from 
double those of the corresponding 
weeks of 1931, °32 and °33. Prices 
of course, were materially higher, 
representative averages being up as 
much as 3%. 

Yet, if the principal cause cf the 
strength and activity in bonds was 
the subsidence of fear for the cur- 
tency, other factors rendered ma- 
terial aid. Of these, favorable busi- 
hess must be mentioned. This has 
been particularly helpful to second- 
grade and speculative bonds. With 
usiness becoming more active, and 
assuming that profits will be larger, 
the credit standing of many corpo- 
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by issuance of bonds—it was right- 
fully interpreted as constructive to- 
wards the bond market generally. 
The possibility of currency inflation 
was lessened. But now that the ini- 
tial spurt in prices has taken place, 
one must not forget that the bor- 
rowing of some ten billions of dol- 
lars over the next few months, is not 
without its adverse side. 

Before going any further into 
this, however, let us first recognize 
that the Government can borrow on 
the proposed scale, and without tak- 
ing any unusual steps. Some have 
questioned it. If it could not be 
done, it would mean the collapse of 
Government credit, greenback infla- 
tion, and the demoralization of the 
bond market. 

-Fortunately, there is no prospect 
of this happening. The manner in 
which a billion dollars was borrowed 
the other day, and the reception ac- 
corded the offering, shows about 
JAN BIB MAR APR MAY JUN what can be expected when the 








fations has risen—and with it, the 
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Things to Think 


Wages Go Ever Up 


Every major depression is thought—usually mistakenly— 
to mark the end of things as they were and the inception 
of a new order, whether political, economic or both. To- 
day the “Old Order,” by which political orators mean the 
Republican regime in control at Washington between 1920 
and 1932 and the banking leaders of the same period, is 
under a cloud. We are in the midst of a New Deal which 
holds that prosperity in the future must be planned by the 
Government. It proposes to retain the essentials of the 
capitalistic system, but to reform it and, in various particu- 
lars, to socialize it. Only the historians of a dim future 
day will know with certainty whether the policies which 
dominate our social and economic reasoning today are wise 
or foolish. Lest we be too cocksure that the Roosevelt 
Brain Trust can plan a Utopia for us, it is worth while to 
remind ourselves that it was under the Bad Old Capitalistic 
System as it was that the people of these United States 
achieved the highest standard of living in the world. There 
have been booms and depressions. There have been tempo- 
rary declines in the standard of living. But the major 
trend of real wages—the purchasing power of wages paid— 
has been persistently upward from the birth of this Nation. 
The chart above shows the course of real wages from 1820 
to 1932. It will be noted that at the bottom of depression 
our real wage standard was more than 38 per cent above 
the level of 1913 and more than three times the figure of 
a century ago. On the whole, it would appear that our 
capitalistic system, founded on the urge for private profit, 
has done pretty well by us. It remains to be proven 
whether the New Deal will do better or worse. One thing, 
however, appears to be reasonably clear. If the Govern- 
ment succeeds in forcing commodity prices back to the 
1926 level in any relatively short period, it is not to be 
expected that salaries and wages will keep pace. Inflation 
tends to lower real wages. 
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Equalization Fund Problems 


If the President has his way, as there is every likelihood 
of his having, the United States will set up a two-billion 
dollar “equalization” fund for the purpose, among other 
things, of maintaining the dollar’s present value in foreign 
exchange. Yet, there are many eminent economists both 
here and abroad who contend that even a 60-cent dollar 
is ridiculously undervalued and that it will not be long 
before the fund runs into serious trouble. If one can assume 
that a 60-cent dollar is too low, then it is not difficult to 
see how the trouble will come about. With the dollar 
undervalued, there will be a tendency for our export trade 
to increase, thereby causing an already unbalanced demand 
for dollars to become further unbalanced. In order to sup’ 
ply the necessary number of dollars to keep the exchanges 
stable, our fund will have to part with them. In return, it 
can only receive two things: (1) gold, (2) foreign cur 
rencies. Is there enough gold? The two principal sources 
of supply are Paris and London. Should our equalization 
fund operate on Paris with an undervalued dollar, France 
would ultimately be forced off gold and the supply would 
dry up. On the other hand, the only gold we can buy in 
London is the newly mined metal come to market. We 
could, of course, under present conditions buy all of that, 
but whether it would be enough depends upon how much 
the dollar is undervalued. If it were not enough, our fund 
would be forced to buy currencies in order to keep the 
dollar at its artificially low level and ultimately an enor’ 
mous loss would be inevitable. Naturally, a similar loss 
would be bound to occur if we decided to leave gold alone 
and buy foreign currencies at the outset. This purchase of 
foreign currencies on the part of a Government fund would 
be similar in effect to our private investments in foreign 
bonds made so freely in the good old days prior to 1927. 

It was our lending abroad which made up our balance of 
payments, kept the currencies of the rest of the world on 
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, par with the dollar, and glossed over an obviously bad 
ituation. Shortly after we stopped lending, the world 
went off gold, foreign bonds slumped and the world de- 
pression was upon us. Is our equalization fund going to 
make the same mistakes that our private investors made a 
year or two ago? 


* 


High Priests Disagree 


One reason why the average man sighs and accepts the 
Roosevelt monetary policy on faith is that the most eminent 
authorities find themselves in disagreement about it. Thus, 
Prof. O. M. W. Sprague and Prof. E. W. Kemmerer, each 
a noted economist of much practical experience, are united 
in opposition to revaluation of the dollar at or below a 60- 
cent level but take directly opposite stands as to the prac- 
tical results. Prof. Sprague says the Roosevelt monetary 


policy will not put commodity prices up importantly. Prof. 
Kemmerer says that in time revaluation at 60 cents would 
put prices much too high and unduly penalize the creditor 
and wage-earning classes. 

Prof. Sprague says, in part: “I am unable to discover 
any direct influence that revaluation can exert upon the 


About 


demand for goods and services produced within and con- 
sumed within this country. * * * None of us has any more 
money either in his pocket or in his bank balance as a re- 
sult of revaluation. * * * I do not anticipate any decided 
change in prices or in industrial activity or in the demand 
lor capital and credit as a direct outcome of the policies 
which have been adopted with regard to our dollar.” 

Prof. Kemmerer says, in part: “In my judgment, the 
proposed range of possible stabilization rates is too low and, 
if adopted, would cause great permanent injustice to the 
nation’s present creditor classes. * * * It would also impose 
heavy temporary losses on praetically all classes of labor. 
** * Obviously, if we decide to call a 50-cent piece a dol- 
lar, sooner or later prices will be twice as high as they 
would be were we to call 100 cents a dollar, provided there 
were no change in the value of the gold itself which these 
50 cents or these 100 cents represented.” 

Take your choice! 


Wildcat Money 


On February 12 we will celebrate the 125th birthday 
anniversary of Abraham Lincoln. The time is appropriate 
to recollect that Lincoln, among other accomplishments, was 
a good story teller. In his youth cash was scarce and 
barrels of whiskey, slabs of bacon, venison hams and other 
such useful articles served as money. So many kinds of 
wildcat money were in circulation that merehants invari- 
ably asked a customer: “What kind of money have you 
today?” When Lincoln was a flatboatman and later a 
storekeeper “shin-plasters,” “rag money” and “wildcat 
money" were in vogue. The “wildcat” notes were issued 
by Western banks and derived their name from the picture 
of a panther upon their face. Once on a Mississippi River 
boat fuel ran low and the captain ordered the pilot to steer 
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for the first woodpile he saw on the river bank. Lincoln 
often told of the ensuing conversation, as follows: 

“Is that your woodpile?” 

“ve” 

“Want to sell it?” 

“Sure.” 

“Will you accept currency?” 

“Yes,” 

“How will you take it?” 

“Cord for cord.” 


* * * 


Ye Great Scarcity of Wampum 


Revaluation of the dollar is not without good American 
precedent. It is interesting to observe that the official 
money-changer were at work more than a hundred years 
before the Declaration of Independence was signed. Below 
are the minutes of a meeting of the Council of New York, 
June 24, 1673, presided over by the Colonial Governor, 
one Lovelace: 


“At a Councell held at ye Fort 
June 24th, 1673. 
Prest. 

The Governor. 

Capt. Delavall. 

Capt. Steenwijck. 

The Secretary. 

As also ye Mayor & Aldermen. 

The first Thing under Debate is ye Addresse from ye 
Mayor & Aldermen to the Governor about Wampam, being 
reduced, or some other way in stead of Coyne wch is want- 
ing to bee found out for the Publick Good. 

Upon Consideracon had thereupon this following Ordr. 
& Proclamation was made Viz. 


WHEREAS ye great Scarcity of Wampam throughout 
these his Royall Highness his Territoryes hath been taken 
into Consideration, great quantityes thereof being yearly 
transported & Carryed away by the Indyans, & little or 
none brought in as formerley, wch is conceived to be [156] 
occasioned by ye low Value putt thereupon; And for that 
there is noe certaine Coyne in ye Governmt., but in lieu 
thereof Wampm. is esteemed & received as currant pay- 
ment for Goods & Merchandize as well as otherwise be- 
twixt Man & Man, To the end there may bee an Encour- 
agemt. for the bringing in of ye said Commodity of Wam- 
pam into ye Governmt., and those who have it by them 
may bee Induced to deliver out ye same, The Governor by 
& with ye Advice of his Councell hath thought fitt to Pub- 
lish & Declare; & by these presents doth Publish & Declare, 
That from & after the Publication hereof at ye next Ses- 
sion of ye Mayors. Court in this City, In stead of eight 
white & four black Wampams, six white & three black shall 
passe in equall Value thereof as a Stiver or Penny, & three 
times soe much ye Value of Silver, the wch all Persons are 
to take Notice of, & bee conformable thereunto. And that 
noe Person in ye Governmt. may prtend Ignorance herein 
Copies of this Proclamation are to bee sent & promulgated 
in Albany, Esopus & Delaware, & likewise upon Long 
Island & parts adjacent there to bee in force within Eight 
dayes after the Knowledge & Publicacon hereof. 

Given under my hand &c: June 24th, 1673.” 


It is possible, of course, to go still farther back and find 
the Greeks tinkering with the coin of the realm in 800 B. C. 
Today we make a major mistake of thinking of coin as 
money. The real “Wampam” of our time is bank credit— 
check money. The volume of such money in use has shrunk 
by some $20,000,000,000 during the depression. 
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Semi-Annual Dividend Forecast 


Part I—Public Utilities, Railroads, Equipments 


tide of economic recov- 

ery has been running 
strongly in favor of the inves- 
tor. Confidence and well- 
founded optimism have re- 
placed fear. Corporate earn- 
ings are expanding. The ma- 
jority of dividend changes, 
downward through more than 
three years of depression, are 
now upward. All available 
evidence points to further 
progress during the current 
year. That progress should be 
especially pronounced during 
the first half of this year. 


Glide March, 1933, the 








Two fundamental factors, the industry and 
the company itself, are used to form our rat- 


ings. 


The letters A, B, C and D are applied 


in rating the industry; and the numerals 
1, 2, 3 and 4 in rating the position of the com- 
pany in that industry. Thus: 


INDUSTRY 


A—In a strong and expanding 
position. 


B—In a fairly strong and 
stable position. 


C—Depressed but prospects 
for recovery moderate- 
ly favorable. 


D—Depressed; declining prof- 
its; no signs of nearbv 
improvement. 


COMPANY 
1—Large current earnings; 
dominant in field; 
strong financially. 
2—Good potential earnings; 
important company; 
good financial position. 
$8—Earnings still relatively 
low; fafr financially; 
business volume mod- 


erate. 
4—Doubtful outlook; weak 

financial position; un- 

profitable operations. 


a contribution to recovery, 
there is a special inducement 
for corporations to pay divi 
dends as liberally as possible 
as a further stimulation to the 
national purchasing power 
Many extra and enlarged pay: 
ments of recent months have 
been so motivated and others 
similarly motivated can be ex: 
pected in the months ahead. 
Moreover, it is not impos 
sible that Congress may move 
to tax cOrporate surpluses in 
an effort to enforce generous 
dividend policies. The sound: 
ness of the principle may ke 


In recent months hundreds 


questioned—since each man’ 
agement is its own best judge 





of favorable dividend changes 





have been made and the secur- 

ity of a still greater number of unchanged payments has 
been increased. Apart from the all-important foundation 
of recovery in corporate profits, several additional factors 
brighten the dividend prospect for coming months. 

The Administration’s monetary policy has been clarified 
by President Roosevelt in a special message to Congress. 
We have a de facto stabilization of the dollar carrying 
assurance that any future fluctuation of its gold value will 
be confined within an upper limit of 60 cents and a lower 
limit of 50 cents. Equipped with a $2,000,000,000 equaliza- 
tion fund, the Government will be able to maintain these 
limits and will likewise be able to stabilize the market for 
United States Government bonds. In effect, we have here 
a declaration of a continuing monetary policy, instead of 
one subject to shifts from week to week or month to month. 
It would be difficult to exaggerate the importance of this 
change. It lifts a major uncertainty from the path of 
business. It allows future commitments to be made 
with more confidence. It should ease banking credit 
and facilitate capital flotation. In all of these re- 
spects there is added inducement for more confident : 
dividend policy on the part of most corporations. 

Again, there has never been a time when recov- 
ery was so clearly a co-operative, national endea- 
vor. Just as business under the N R A has 
striven to increase employment and payrolls as 


of what a company can safely 
distribute—but the mere threat of such action, plus the 
desire of business to co-operate as far as possible with the 
desires of the Administration, may well influence dividend 
policy in the direction of liberality. 

In line with the special conditions obtaining, many com: 
panies will this year vote dividends from quarter to quar’ 
ter, without attempting to fix an annual rate. This should 
also tend to make for liberality, for a company which 
announces an annual rate is naturally reluctant to reduce 
it and hence tends to make it conservative. 

Among railroads, public utilities and equipments, which 
are the groups covered in this issue, dividend changes in 
near-term prospect are not numerous. While railroad earn’ 
ing power is rising, it remains far from a level affording 
profits on the majority of rail stocks. Equipments should 
benefit from railroad maintenance expenditures previously 

deferred. Utility dividends now only moderately 
covered will probably become more secure. 

In the following tables issues for which divi- 
dend changes appear likely are marked with a stat. 
Usually this denotes the ability to increase the 
present rate or resume payments where none 1s 
now made because of greater earnings or marked: 
ly improved prospects. In addition, our usual 
investment ratings are given, as explained in the 


table on this page. 
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Utilities Squeezed Between Lower Rates 
st and Higher Costs 


Organization of Investors to Try for Fair Treatment 


EGARDED as fair game by politicians the country __ result that 1933 was marked by a great number of dividend 
recovery, R over, last year was not a happy one for the public _— omissions and reductions. Unfortunately more are in pros- 
\ducement utilities. Despite the fact that the demand for their _ pect. This situation and the possibility that a militant organ- 
pay divi product rose, gross revenues were materially lower. The ization of investors might organize to obtain fair treatment 
s — utilities, moreover, operated under higher costs, with the _ is discussed at length in the article on page 388. 
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j power. 
tged Pay’ *,e e ege 
nths have Position of Public Utility Common Stocks 
nd others 
an be ex Earned perShare Price Range 
ahead Company ——————. ——193883——.. Recent Divis Yield Market COMMENTS 
ead. 1982 1988E High Low Price dend % Rating 
ot impos American Power & Light......... Nil 19% 4 9 wae aan C-4 Helped somewhat by improvement In mining opera- 
1ay mov tions, but further activity needed tc restore com. equity. 
y ve American Tel. & Tel 5 5.30 18434 8614 118 9.00 7.6 B-2 Though dividend not entirely assured, last few months 
pluses in have shown gain in phone installations. 
generous 1.40 434 10% 23 1.00 4.3 pan hn fairly ng provided there is no setback 
e sound: American & Foreign Power....... Nil 1954 11 <—S seas Doing better, though outlook still obscure. 
, may be American Gas & Electric 3 1.75 50 28 1.00+4% 7.6 Strong —— whose conservative dividend 
ch man- Stk. should be 
: Associated Gas & El. “A” i Nil 2% nae datas Capitalization unfavorable to holders of this issue. 
est judge Bklyn-Manhattan Transit . 3.42b 414 33 SLs ects When financial position is restored, dividend should 
an safely be promptly reinstated. 
lus the Brooklyn Union Gas . 6.50 884 75 ane warrant continuance of current dividend. 
plus t Capitalization favorable. 
with the Cities Service i Nil 6% 3 ~... C=& Ultimate future of this stock doubtful. 
dividend Columbia Gas & Electric......... 0.60 28% 15 : Better business recently offset by higher costs. 
Commonwealth & Southern Nil 6\% 3 Aas ane C-4 Truce with Tennessee Valley Authority faverable 
development. Equity, however, very thin. 
ny com: Commonwealth Edison........... 6. 3.40 57 ; ‘ B-3 _ Present dividend hardly safe. we 
to quar’ Con. Gas, El. Lt. & P. of Balt..... 3.80 58 , é One of the most conservative and efficiently operated 
h ul 4 properties In the country. 
Ss § ou Consolidated Gas of N. Y......... 4. 48 : ‘ B-2 Reduced dividend should be safe for a time, despite 
y which political pressure. 
» reduce Detroit Edison ™ 6. “4 B-2 Better business in Detroit has much Improved earnings. 
Dividend appears safe. 
0.45 18 ee coms C-3 Large investment in American & Foreign Power un- 
3, which certain factor. 
~ : aS i def 7 ED Faia C-4 Failure to earn charges disquieting development. 
inges in ; game pepe a Thin equity that would quickly benefit from modest 
ad earn: uoturn. 
i Nil 16 lene aoe C-3 Benefiting from depreciation of the dollar in foreign 
ffording exchange, Bank loans reduced. 
| should Louisville Gas & Elec. “‘A’’....... 2.60 2534 17 B-3 Good assurance for dividend of $1.50. Present rate 
eviously National Po & Light 0.90 204% il C-2 a adjusted dividend downward to conform with 
wer a R ‘ § Vv nw m wi 
Jerately lower earnings. 
New York Steam .90 2.50 465 ; B-2 Dividend reasonably well assured. 
h divi Niagara Hudson Power : 0.75 16% Nee C-8 — Omits dividend because of lower earnings. 
star eee © 1.30 36% C-2 Among the better holding companies. Present stock 
1am. al dividend may well be maintained. 
ase the Pacific Gas & Electric............ 1.60 31% A ‘ B-2 ba. f — company, though current dividend 
; y safe. 
were 3.10 43% : B-2 Little margin of safety for present payments to stock- 
narked: holders. 





. usual 2.90a 78 25 paals are B-3 Further improvement in general conditions probably 
: essential to reinstatement of dividend. 


in the — 7.80 87% ; B-2 Any reduction in dividend Is likely to be moderate. 


1.30 38 : B-2 Lower earnings appear to foreshadow a sharp reduc- 
tion in dividend. 


Nil 23% vas: «s+. Ge Possibly faces refunding difficulties. Equity very thin . 
Ni 194 tae abe C-8 May be some little time before large outside invest- 
ments prove profitable enough for dividends. 




















0.244A 14% neers aise C-3 Little can be expected by common stockholders until 
Eastern public utility outlook becomes much brighter 
than it is at present. 

1.25 25 13 B-2 Strong co . Earni well maintained. 

sacl vs reduction in dividend likely t to be moderate. 6 

t Nil 93¢ 13% saat uae C-4 Outlook somewhat uncertain. 

Nil 8% 1% C-4 Dollar discount in foreign exchange has proved of 

some benefit. 


4.20 77% °&#«17% sss «ees Be® Earnings have recovered sharply. Any dividend, 
however, Is likely to be small until company attains a 
stronger position. 
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Railroad Outlook Brightens 


Prospect of Better Earnings 


HE outlook, on the whole, for the railroads and their 

security-holders is brighter than at any time in the 

past four years or more. Of course, the picture is 

not altogether clear. There are dark spots, uncertainties, 

and even big problems to be solved. Still, all things con- 

sidered, there is more about which to be encouraged than 
discouraged. 

Dividend action depends primarily, of course, on earn- 
ings. It is to that source that we should look first in 
sketching our picture of the dividend outlook for railroad 
shares in 1934. January was the tenth consecutive month 
in which gross earnings, and in most instances, net earn- 
ings, of the steam railroads increased. Loadings expanded 
each week of that month over the immediately preceding 
week, and very generally and considerably, over the corre- 
sponding week of 1933. Most railway executives are look- 
ing for further and unseasonal gains during the present 
quarter. 

There are many possible developments that would con- 
tribute in an important way to larger railroad earnings. 
During the first, and also the second, quarter of this year, 
these developments will be found largely in industrial and 
general business lines. The peak of the movement of grain 
crops was reached last fall. Fruits and vegetables from 
Florida, California and other states with a warm climate, 
will be moving from now on. Other agricultural products, 
largely produced last year, will also be transported, but 
not in big volume until this year’s crops are ready for 
shipment. ; 

Decided improvement is in evidence in the automobile 
industry. Steel has been doing better for two months and 
more than had seemed reasonable to expect. Business of 
the mail order and chain store companies has picked up 
to a notable degree, for instance, the December sales of 
the J. C. Penney Co. were 36.3% above those for Decem- 
ber, 1932. Department store sales in New York City and 
generally in the United States were materially larger dur- 
ing the Christmas holidays than a year ago and have held 
up very well since. 

With better times in prospect for the farmers, as is 
generally believed, naturally, officials of the agricultural 
implement companies are looking for a much larger de- 
mand for their products than since 1929. All these and 
other actual occurrences and expectations, if realized, make 
for a larger volume of railroad traffic and gross earnings. 

Ever since the earnings of the railroads began to decline 
in a big way, four years ago, the executives have been 
seeking and putting into effect new and practical ways to 
reduce operating expenses. Joseph B. Eastman, Federal 
Co-ordinator of Transportation, has made many such sug- 
gestions, and will make many more before he gets through 
with his job. Not all will be found to be feasible. This is 
the case already in the much heralded proposals for co- 
ordination of physical facilities. 

At the suggestion of Mr. Eastman a committee com- 
posed of scientists in the American Telephone & Telegraph 
Co., General Motors Corp. and U. S. Steel Corp., and 
equally prominent railway presidents, has held several con- 
ferences with a view to introducing more modern and scien- 
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tific methods in the operation of the railroads. The 
stockholders will be interested in knowing that these meet. 
ings disclosed that already the railroads have many mor 
such methods in effect than even Mr. Eastman, with all his 
questionnaires and other opportunities for getting infor. 
mation relative to the railroads, was aware of. 

There are various other features of the general railroad 
situation to be considered carefully in determining when 
and to what extent dividends are likely to be resumed, and 
increased, in the case of the very few common stocks on 
which payments have been maintained regularly during 
the last four years. Railway executives feel that the bodies 
at Washington having supervisory and regulatory powers 
over the steam carriers have shown recently a more pro 
nounced inclination to take constructive action regarding 
them. 

Special reference might be made to the recommendation 
of the Interstate Commerce Commission in its report for 
1933 for the setting up of sinking funds for the gradual 
reduction of funded debt, particularly where it has be: 
come a practically unbearable burden. President Roose 
velt has gone further and suggested that rates should so be 
readjusted as to make the setting up of these funds possible. 
In that suggestion Chairman Jones of the Reconstruction 
Finance Corp., that has loaned millions of dollars to the 
railroads, has concurred. 

If at the present session Congress acts favorably on the 
Rayburn Bill to give the I. C. C. authority to regulate the 
buses and trucks, a long step forward in favor of the rail: 
roads will have been taken. There are rather distinct indir 
cations that as the Government, through the loans of the 
R. F. C. is now in partnership with the railroads and a 
creditor of them, something real will be done toward co 
ordinating the facilities of the competing mediums with 
those of the railroads. If the Government stops its subsidies 
to inland water ways, the railroads will benefit. _ 

Prior to its publication, more or less apprehension had 
existed over the first report on the railroads of Joseph B. 
Eastman, Federal Co-ordinator of Transportation. The 
document was received with a feeling of relief and quite 
general satisfaction in railroad and banking circles. The 
fact that Mr. Eastman did not recommend, for the near 
future, either general consolidation or government owner’ 
ship, was regarded as one of the most encouraging an 
reassuring features of the report. 

Among the outstanding features otherwise were the state’ 
ments of the Co-ordinator that the railroads as a whole 
are not over-capitalized, that radical changes in contro 
and management are not necessary now and that there 1s 
no occasion either, in the near future, to enact major legis’ 
lation, with a view to solving their biggest problem. — 

On the other hand, Mr. Eastman thinks that railway 
executives should be given further opportunity to show 
what they can do in the co-ordination of facilities and the 
improvement of operating methods in various directions 
to render better service and save more money for the 
carriers. Coupled with this opportunity to the executives, 
the Co-ordinator suggests continued operation by the Gow 
ernment, through the medium of loans, reasonable superv 
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sion and regulation. Already the report has had a stabiliz» © & Nashville common, Norfolk & Western has declared 
ing influence on both the earnings and market for railroad an extra of $2 a share on its common, in addition to the 
securities. This influence should go further. regular at the same rate, and the Pennsylvania dividend of 
In considering specifically the dividend outlook for in- 50 cents, recently voted, may be repeated before the end of 
dividual railroad stocks attention should be given first to this year. An increase in the 25-cent quarterly rate on 
actual earnings, the outlook for increases, the general finan- Reading common may come soon. 
cial position of the company, whether it has a large vol- With further substantial improvement in earnings 
ume of loans from the banks, Reconstruction Finance Corp., Union Pacific may raise its $6 annual disbursement on the 
or Public Works Administration. Dividends can’t be paid junior issue, Northern Pacific, Missouri-Kansas-Texas pre- 
until government loans have been liquidated. ferred are among issues of sound and well managed com- 
Following the declaration of $1.50 a share on Louisville panies that may resume payment at an early date. 
























































































































































ls. Theis 
lese meet: 
any more 
ith all his Position of Railroad Common Stocks 
ng infor. 
7 Earned perShare Price Range 
| rail Railroad ————  —1938—. Recent Divi- Yield Market COMMENTS 
railroad 1982 1983E High Low Price dend % Rating 
ng when Alabama Great Southern....... def Nil 66 8 a2 +©2.00 4.8 C-3 Further payments must awalt continued betterment 
d, and ; In earning power. 
med, an Atchison 0.05 80% 84% 6... .... €= 2 With preferred dividends just about earned, should 
stocks on not be long before common can expect something. 
y during Atlantic Coast Line def 69 16% PEs Payment by Louisville & Nashville helps. 
. Baltimore & Ohio Ni , Even though earning substantially on preferred, large 
re bodies < 8% - oily aati indehnodanee po common payment distant. 
y powers * Bangor & Aroostook R 5.28 20 44 : i Raises rate. Could pay even more. 
‘ore pro Sesten & Seine Nil 6 ey cons Soe — ing fixed charg 998, but common Is junior to large 
egarding Canadian Pacific i Nil 1% 16 xe ne Sharp revival of earning power needed before common 
can hope for anything. 
endatio Central R. R. of New Jersey... . def 38 (aS Asset value high, but earnings continue disappointing. 
a * Chesapeake & Ohio z “u ; : Recently Increased dividend moderately. May do so 
port for again if earnings continue. 
Chicago Great Western def 5 cee ase Some Improvement shown, though still far from well- 
situated. : 
Chi., Mil., St. Paul & Pac a tes ies Did much better In 1933, but common equity Is very 
thin. 
Chicago & Northwestern aE mani Should show about 60% of charges earned for 1933, 
against only 20% for 1932. 
Chi., Rock Island & Pac zoe awe In process of reorganization. 
Colorado & Southern rae wag Ts of some Interest as a merger proposition. 
Investment Income of holding company has been 
needed to offset railroad losses. 
def Dees weil Some recent improvement, but still far from a divi- 
dend basis. 
Doing much better. Charges covered, leaving some- 
thing for the preferred. 
Great Northern (pref.)......... def ee ee Some possibility of dividends In the more distant future. 
Illinois Central i aE Hoy Great improvement registered. Should show charges 
just about covered for 1933. 
Kansas City Southern “59 Jans 1933 somewhat better than 1932, but Issue still thor- 
: oughly speculative. 
Lehigh Valley Sia pane Deficit continues large. Needs better coal traffic. 
Louisville & Nashville . . x Has come back very well. Declares a dividend. 
sab . EP Seats Improving conditions In Southwest should find early 
ibsidies : reflection In road’s position. 
Missouri Pacific.............0+ 1% meee Saas Reorganization under the new Federal Bankruptcy 
had Law in process. 
we’ Last year’s loss will be comparatively small, but large 
eph B. New York Central 14 ees ae floating debt and near-term maturities Introduce 
Th elements of uncertainty. 
e N. Y., Chi. & St. Louis......... 2% Me ie Wide fluctuations In earning power provide speculative 
1 quite attraction during a time of improving business. 
‘The N. Y., New Haven & Hartford.. eae RE Accumulations on the preferred. Loss larger last year 
: N. Y., Ontario & Western : : 1% ae ase Earnings reasonably well maintained, but dividend 
e near possibilities are not over hopeful. 
ywner Pays $2 extra, as expected. May raise regular rate. 
and eee 95% seas waaie Financially strong subsidiary averted the worst dis- 
ig asters of depression. 
4244 ; Earnings would appear to justify a somewhat larger 
- state dividend, and at a regular rate. 
37 3% ae; swee Loss for 1933 should be considerably smaller than 
whole In 1932. 
ontrol 35% 64 Oe Esa Baer Should at Veast umn charges if any further Improve- 
lere 1s z 3.00 6234 2314 50 Earnings warrant larger payments. 
- legis oy . iwat. wakes Better level of traffic over a period of time needed 
i before common can expect anything. 
; Southern Railway def 36 4% wae aes Loss for 1933 obscures the great Improvement of recent 
vilway months. 
show Texas & Pacific i Ni 4 i6 ae rage Road’s capitalization Is favorable, but common Is 
d h a hardly a near-term dividend prospect. 
cd the z 2 6.60 192 ; : No revision of current dividend anticipated. 
tions, i Nil 16 4 12 nae ae ates some speculative attraction, but is of little tangible 
e value. 
r th def 9% 1 4 C-4 Issue lacks even speculative appeal. 
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Better General Business Improves 
Outlook for Equipments 


Further Improvement Needed 


to Restore Normal Conditions 


N 1933 the hard-hit equipment industry saw the sun 
through the clouds for the first time in three years. 
Not that it was a very bright sun, nor have the rays 

become very penetrating in the period which has elapsed 
since it was first seen. But for an industry which must 
have doubted at times whether there was such a thing as 
a sun, it was a matter of no small importance. 

The increase in business activity was, of course, the first 
heartening sign for the equipments. They reasoned log- 
ically that such a quickening was bound to bring out weak- 
nesses and obsolescence in equipment of all kinds and that 
the inevitable result would be better business for them. 
In some lines, this optimism proved fairly well justified; 
in others there was cause for disappointment; while in 
yet others, although inquiries arrived in considerable vol- 
ume, there was little actual business placed. 

Referring to railroad equipment, Mr. Eastman, Federal 
Co-ordinator of Transportation, after an extensive survey 
and inspection, reported the other day that fears of 
an equipment shortage were unjustified. On the other 
hand, neither did his investigation justify claims that there 
was a large surplus of equipment. This would appear to 
dispose of extravagant claims that if the railroads only had 
the money they would proceed to buy equipment as fast as 
it could be turned out. Hence, the need for Govern- 
ment loans. Likewise it disposes also of the pessimistic view 
that the railroads have so much equipment now lying idle 
that they would not buy any more though the money were 
given them. 

These conclusions place the outlook for the railroad 
equipments back on a normal business basis. This is to 
say that a reasonable increase in traffic from this point will 
almost certainly put the roads in an equipment-buying 
mood, which aided perhaps by Government loans, will re- 
sult in volume orders. In view of the recent favorable 
showing made by carloadings and knowing that the gen- 
eral business trend continues upward, it would seem that 
the chances favored considerable railroad equipment activ- 
ity over the next year or two. Even should the expected 
activity actually occur, however, it will be some little time 
before most companies are in a position to reward their 
stockholders. Impaired financial positions need to be 
restored. 

Turning to the field of business machines, we find here 
a division of the equipment industry in which a measure 
of actual concrete improvement has occurred. A number 
of companies have moved from the “red” to the “black,” 
while others are reporting improved earnings. The results 
for the full year 1933 hardly give the correct impression, 
for the reason that losses in the first half were often so 
large that they overshadowed the earning power of the 
second six months. 

In important degree the reason for the improvement has 
been that the increase in general business activity resulted 
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in decisions to replace obsolete and inefficient office equip 
ment. There is, however, an immense amount of scrap- 
ping still to be done and as general business continues bet- 
ter it is a reasonable expectation that steady progress will 
be made in necessary replacement programs. Another im- 
portant factor in the improved showing made by business 
equipment has been the increase in foreign business. Amer- 
ican business machines are known and liked throughout the 
world and the increase in foreign trade last year was not 
only of benefit to those companies which have factories 
abroad but was also reflected in a larger direct export busi- 
ness. It might be noted, however, that most of the com: 
panies in the accompanying table are paying to stockholders 
about all that is possible on the basis of current earning 
power and that further improvement is needed before 
larger payments are a reasonable expectation. 

The farm equipments continue to be hampered by their 
huge “receivables,” although there have been reports that 
the higher prices which farmers are now obtaining for their 
produce have resulted in better collections. Actual figures, 
however, are unavailable in the majority of cases, for most 
of these companies report but once a year and the results 
for 1933 are not yet published. Yet, though collections 
be better, and continue so, the outlook is not without its 
uncertainties. At the present time, the Government is 
bending its efforts towards a reduction of acreage. Sup: 
pose that the reduction of acreage is effected and that there 
results higher prices. Will the reduction in acreage bring 
about a reduced demand for farm equipment, or will the 
higher prices for farm produce increase the demand? 
Frankly, time alone can answer this question. Meanwhile, 
it will at least be something to the good if the farm equip: 
ment companies can only obtain payment for what they 
have already sold. 

The machinery and electrical equipment section really 
has a number of subdivisions subject to different influences. 
By and large, however, the prospects of all have improved. 
The increase in general business activity is bringing about 
a replacement demand in most lines; the depreciation of 
the dollar and better world trade are helping exports; 
finally, the Government's immense public works program 1s 
stimulating, and should further stimulate, demand for a 
wide variety of equipment—the products of some com 
panies being particularly affected. 

From a dividend standpoint, each individual company of 
the machinery and electrical equipment division must 
considered on its own merits for, as has been stated, there 
is too much diversity to treat such prospects generally. 
It would be well to consider financial position particularly 
because, with certain outstanding exceptions, many of these 
companies have suffered so during the past few years that, 
even with good earning power, they will hesitate to be 
generous to stockholders before making up some of de’ 
pression’s losses. 
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Position of Leading Equipment Stocks 
Railroad 













Price Range 
Company —_————  —1988— Recent“ Divi- Yield Market COMMENTS 
1982 1988 High Low Price dend % Rating 








Considerable improvement in recent months. Divi- 
Amer. Brake Shoe & Foundry.... Nil 0.53 42% 9% 35 .60 1.7 C-2  dond almost earned for 1933. 


































American Car & Foundry........ def(a) def(b) 3934 6% 28 NEE ee C-8 Operations still far from satisfactory. 
6 mos Such new developments as diese! and gasoline loco- 
American Locomotive............ def def 39% 6% 33 Sees aus C-3 payee ty and fast light weight trains not yet on a pay- 
ing 
9 mos Strona lee pom but earnings awatt further recovery 
American Steel Foundries........ def def 27 454 24 Ailes ae C-3 In ralflroad tra’ 
Baldwin Locomotive............. 175% 3% 14 meen nsec C-8 Should do cae in the comparatively near future. 




















*General American Transport..... 2.19 1.98 4344 133{ 39 1.00 2.6 C-2 Earnings well maintained. Dividend appears assured. 
9 mos Strong well situated comoany. Should do better this 
General Railway Signal.......... 1.55 Nil 49% 18% 42 1.00 2.4 C-2 year. 
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| New York Air Brake............. def def 23% 6% 18 er ee C-3 Outlook has now imoroved. 





















































e equip- 
T scrap: Some business in light weight trains and alr-condition- 
ues bet- 9 mos ln apparatus but, despite strong financial position, 
as will MEN Sv sGs 0054 64 240044 def def 58% 18 57 3.00 5.3 C-2 vol _ pon Increase materially to secure present un- 
ther im- 6 mos nn te company. Any reduction in dividend is 
heal A eee 0.84 0.39 2234 10% 18 1.20 6.7 C-2 likely to be moderate. 

usiness 9 mos Strong financially and may continue to pay unearned 

Amer- Westinghouse Air Brake......... 0.45 def 3554 1134 32 1.00 3.1 C-2 dividend from surplus in view of the improved outlook. 
out the 
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1e com: 1932 1983 High Low Price  dend % Rating 
holders z ‘ 6 mos The outlook is now better for the maintenance of un- 
earning Burroughs Adding Machine...... 0.13 0.09 20% 6% 17 .40 2.4 C-2 ~=earned dividend. 

abe *International Bus. Machines..... 9.11 8%.50(E) 16314 1634 148 6.00 4.1 C-1 ‘Fine rca record. Dividend safe; even extra 

e. 
National Cash Register.......... def def(E) 235, 6% 22 Maes a5 C-3 Moderate improvement registered and a reasonable 
hol amount more in prospect. 
y their Remington Rand................ def(g) Nil 11% 2% 10 ree vata C-8 Earned 10 cents a common share in last quarter of 
ts that 1933. Prospects brighter. 
wr their ‘ott-Fi —_ 
Underwood-Elliott-Fisher......... def 1.04 3944 9% 50 1.00 2.0 C-2 Return to an earnings basis appears to assure dividend 

figures, 
ir most 





Agricultural 





results 
ections 
out its 












| 
| 
| 
| 

Earned perShare Price Range 
| Company ————————_ ——1938——.._ Recent Divi- Yield Market COMMENTS I 
1932 1933 High Low Price dend % Rating 




























































































































































ent is Possesses speculative attraction, but a return to nor: 
Sup: UMM sctikvistencsciasadssaa TOE N.F. 103% 30% 78 antes stews C-3 mal earning power likely to be somewhat long drawn 
, e out. 
ther Caterpillar Tractor.............. def 0.16 2934 5% 28 -12%t 4.5 C-2 Benefiting from public works. As more projects get 
b 
| bring under way, may pay more. 
ill the oi le ET ERP Nil(d) def(f) 49 24% 31 ae ae C-3 Dividends accumulating on the preferred make com- 
7 mon prospects more remote. 
mand? International Harvester.......... def N.F. 46 185% 43 -60 1.4 C-3 Better collections reported. Present conservative 
while, dividend may be continued. 
equip’ 
; they ‘ . P 
Machinery and Electrical Equipment 
really | Earned perShare Price Range 
ences. Company ——————~ —1988——~. Recent Divi- Yield Market COMMENTS 
coved | 1982 19883 High Low Price dend % ting 
; : 9 mos Outleok has improved, but further betterment needed 
about | Allis-Chatmers Mfg. ..........+. def def 26% 6 20 .... _.... _C-8 to benefit common stockholders. 
6 mos 
- of | Amer. Machine & Foundry....... 1.12 0.45 22% 8% 17 _—.80_~_—S4.7 ~_C-2 _ Developing new machines. Dividend appears safe 
ports; ‘ 9 mos Public works beneficiary, though has a long way to go 
am is | Chicago Pneumatic Tool......... def def 12% 2% 9 seve eee C-4 from common stockholders point of view. 
. 6 mos Still thoroughly speculative though outlook somewhat 
for a | Fairbanks, Morse & Co.......... def _def 11% 2% 9 ...._.... CH impvel ~ 
com 6 mos 
Foster Wheeler Corp............ def def 23 4% 18 weed igi C-3 Company has experienced considerable improvement. 
| d 9 mos Exceedingly strong financial position _— assurance 
ny of General Electric................. 0.41 0.24 30% 10% 23 .40 1.7 C-2 to continuance of  newned dividend. 
st be PRPMOOIARAM. ...0 0. cence ccs def N. F. 78 19% 68 1.50 2.2 C-2 Very strong financially. Should profit from public 
h works. Dividend may be maintained. 
there . 9 mos Financially strong, but demand for cil machinery con- 
rally. National Supply................. def def 2854 4 16 ona ee: C-3 _tinues to lag. 
Jarl West; 9 mos Prospects better, although common stockholders can 
y estinghouse Electric........... def def 683, 193% 43 C-2 hardly expect dividends for some little time. . 
these Worth: 6 mos Dividends accumulating on preferreas make prospects 
that, orthington Pump & Machy..... def _ def 39% _8 30___....__....__C-8 __for common more remote. 
o be N. F. Not available. E Estimated. a Year to 30, 1938. b 6 months to Oct. 31, 1933. c 12 months to Sept. 30, 1938. d Year to Oct. 31, 
wre: 1931. f Year to Oct. 31,1932. g Year to March 31,1933. ft Paid last year. * Candidate for dividend resumption, increase, or extra. 
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COMMERCIAL INVESTMENT TRUST 


COMMERCIAL CREDIT CORP 








Two Leading Finance Companies 


Compared 


Broadened Scope of Both Organizations with Sustained 
Popularity and Success of Installment Selling Has 
Brought Them Through Depression in Strong Position 


LL of us have, at one time or an- 
other, bought something on the 
installment plan. We may have 

wondered where the money to pay for 
it is coming from but the seller sel- 
dom does because our “paper” may be 
sold to either Commercial Investment 
Trust Corp. or to Commercial Credit 
Corp. 

Our American business structure is 
built upon credit, credit which includes 
the first buyer of the products of the 
farm or mine, the manufacturing con- 
verter or processor, wholesale and re- 
tail distributors, to be ultimately shoul- 
dered by the consumer. Raw materials 
are easily financed because the instru- 
ments which accompany such a ship- 
ment convey actual ownership, too. 
Once their conversion com- 
mences, the identity of the 


By Wititiam WreEN Hay 


facturer and the consumer are the 
wholesale distributor and his dealers. 
Thus there is a chain of agencies doing 
business on credit. 

Credit granted to consumers in in- 
stallment selling has been the very 
foundation of many of our most rapid- 
ly growing industries, particularly the 
motor car industry, radio receiving sets 
and, more recently, electric refriger- 
ators. Furthermore, the area of install- 
ment selling is enlarging to include 
almost everything, although in fully 
developed markets the volume of credit 
does not vary greatly from one year to 
another. It has been estimated that 
at the end of 1929 upwards of three 
billions of dollars of this class of credit 
was outstanding. Due to the relatively 


short term of the consumers’ contract 
the turnover is rapid and losses from 
defaults and repossessions are surpris 
ingly small because the buyer of a mo 
tor car or radio set would give up his 
furniture first. 

Eventually, the payments for con: 
sumers’ installment purchases must 
come from personal income or savings 
which may be affected by a variation 
in employment and earnings. The 
average purchase contract is small but 
the number of them is very large in 
good times. Even though the collec: 
tion expense is relatively large and de 
faults frequent in these times, this class 
of credit rests upon the broadest pos 
sible base,—the welfare of the nation. 

The operations of RFC and of 

PWA have lately made us all 
conscious of  self-liquidating 





commodity is lost and the 


COMMERCIAL INVESTMENT TRUST 


projects, which is to say, loans 


credit of the manufacturer is 
pledged at his bank for a loan 
to meet payrolls and other 
production expenses. It is 
after the materials are manu- 
factured that bank loans no 
longer suffice as credit instru- 
ments and some other form 
of commercial instrument is 
needed in order to release the 
money for further production. 

In the case of consumers’ 
merchandise such as household 
appliances, the identity of the 
article is kept and a sale on 
credit may be secured by the 
specific refrigerator or motor 
car. There are other finished 
goods, like bolts of cloth, for 
which the credit of the whole- 
saler and retailer is pledged 
until some buyer takes it from 
the store shelves. And of 
course, in between the manu- 
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to build some revenue-produc’ 
ing service which is presumed 
to repay the loan out of excess 
receipts derived from the use 
of the service. Financing of 
this character is quite common 
in industry and both C. I. T. 
and Commercial Credit pur 
chase conditional sales con 
tracts to be paid for out of 
the savings derived from the 
new machines or other pro 
duction equipment. It is not 
the same as a_ bank loan, 
which is due and payable in 
full at an agreed date. : 
A great deal of industrial 
and business equipment and 
machinery is purchased under 
the deferred payment plan. 
This class of “paper” is usual’ 
ly paid for out of savings from 
the use of new and better 
equipment, the amounts are 
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sometimes large, the term is longer, 
collection expenses are less because re- 
mittances are usually made through the 
buyer's bank and defaults are less fre- 
quent than in the case of individual 
installment paper. Paper of this char- 
acter is written against a great many 
kinds of business equipment,—laundry, 
candy, printing and bottling machin- 
ery, contractors’ equipment, engines 
and power plants, cotton gins, ice-mak- 
ing and commercial refrigeration ma- 
chines, motion picture and radio broad- 
casting equipment, and many other 
things, common and uncommon, are 
sold under contingent purchase plans 
with deferred payments. 

Textile factoring is over a hundred 
years old and it comprises tak- 
ing the whole output of a mill and 
distributing it, bolt by bolt of 


and was over 60% of all. As motor 
car buying declined, each turned to 
other fields, textile factoring grew to 
be much more important to both of 
them and accounted for just over one- 
half of C. I. T. accounts in 1932, 
whereas Commercial Credit increased 
the proportion of its industrial lien pur- 
chases and open accounts, including 
textile. 

Several important acquisitions and 
contracts were made by each concern 
last year. Universal Credit Corp., 
formerly owned by Ford Motor Co., 
was purchased by C. I. T. Commercial 
Credit acquired Textile Banking Co. 
of New York, with assets of 8 million 
dollars and also made a contract to pur- 
chase the wholesale motor car sales 
paper of the Chrysler lines. 


Neither company has any fixed 
assets except office furniture and equip- 
ment carried at a nominal dollar valua- 
tion. Assets of both consist almost 
entirely of cash and current receivables. 
The purchase of notes, acceptances and 
installment paper is financed in part 
out of capital and by short-term unse- 
cured notes. C. I. T. maintains 150 
branch offices in this country, Com- 
mercial Credit has 110 offices here and 
in Canada. Both of them did a fair- 
sized business in foreign countries be- 
fore the depression but these activities 
have been curtailed to insignificance. 
The local offices are credit investigat- 
ing agencies as well as “sales” branches. 

Although income would appear at 
first glance to depend upon the volume 
of business done or gross receivables 
purchased, profits are a func- 
tion of the cost of money. 





cloth, to the shelves of retail 
dry goods merchants or to 
ready-to-wear garment mak- 
ers. Many textile mills could 
not exist if they were to un- 
dertake to do this themselves 
but the textile factor not only 
finances the mill by issuing his 
own paper but also extends 
credit to the storekeeper or 
garment manufacturer. In or- 
der to do this he must have a 
market for his paper because 
it is not the same as a commer- 
cial loan by a bank. 

Finally, the financing of the 
sale of motor cars is one of the 
largest sources of contract pur- 
chase paper. Manufacturers 
of motor cars have always sold 
their cars to dealers for cash, 
which is one of the reasons 
why they have such very large 
liquid resources. But the 
dealer has generally to sell on 
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Pe COMMERCIAL CREDIT 


EARNINGS 


1927 1926 1929 1930 193! 1932 


1933 


When commercial paper rates 
are stable, volume does con- 
trol, but when these rates for 
money are increasing there is 
a tendency toward a diminish- 
ing rate of return and vice 
versa. It was partly because 
interest rates sank lower and 
lower that both companies 
were able to show good results 
in spite of much lower pur- 
chases the past few years. Be- 
tween the end of 1929 and 
of 1932, receivables dropped 
68% for Commercial Credit 
and only 37% for C. I. T. 
while commercial paper rates 
declined from 514 to 644% in 
1929 to 4 to 114% in 1932, 
whereas operating income for 
the one lowered 53% and 
50% for the other. 

It is at once apparent that 
a great deal of the work of 








the partial payment plan and 
80 he would be out cash to the 
maker and credit to the buyer unless 
he could find a buyer to take up the 
paper on both sides of him. 

Commercial Credit Corp. and Com- 
mercial Investment Trust Corp. are the 
largest and most important buyers of 
these various classes of deferred pay- 
ment contracts and, in 1929, their com- 
bined purchases aggregated nearly a 
billion dollars. Until last year there 
Were some marked differences between 
the operations of the two companies 
but each has since broadened its scope 
to include more of the kind of paper 
the other was buying. 

In 1929, C..I. T., as it is called in 
the trade, placed more emphasis on 
commercial and industrial paper and 

mmercial Credit took more install- 
ment paper. Motor car financing then 
accounted for the largest proportion of 
the outstanding paper of both concerns 
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One or the other handles the retail 
sales paper of the dealers in all makes 
of motor cars and trucks except Gen- 
eral Motors and Mack Trucks. C. I. 
T. takes care of the installment sales 
of Radio Corp. of America, Philadel- 
phia Storage Battery Co. (Philco) and 
other radio receiving sets, of Westing- 
house household appliances, of oil 
burners, contractors’ equipment, pow- 
er plants, et cetera. Commercial Credit, 
in addition to its exclusive wholesale 
contracts for the Chrysler cars (Dodge, 
de Soto and Plymouth division) has a 
contract with Ford Motor Co. of 
Canada, it finances a large proportion 
of General Electric Co.’s domestic re- 
frigerators and recently closed an ex- 
clusive contract with Norge Corp. 
(division of Borg-Warner Corp.), the 
second or third largest maker of 
domestic refrigerators. 


' lished factors. 


the management of these com- 
panies is concerned with 
money, of borrowing advantageously 
and putting out these funds at a time 
when rates were higher. When rates 
are declining, borrowing would be cur- 
tailed or even stopped and the manage- 
ment would aim to use its own capital. 
As a matter of fact, the final results 
for the benefit of the common share- 
holders depend a great deal upon the 
capital structure. 

Insofar as the volume of business is 
concerned, a good deal depends upon 
the class of goods being financed. As 
the depression deepened, the volume 
of industrial paper and of consumers’ 
articles of a durable nature both shrank 
and both concerns turned to textile 
factoring by the acquisition of estab- 
Commercial Credit had 
acquired Credit Alliance Corp., which 
specialized in industrial conditional 
(Please turn to page 418) 


401 





Profit Possibilities Not Yet Discounted 


—In Investment Issues 


— In Speculative Issues 
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Missouri-Kansas-Texas Preferred 


IVEN anything approaching a 
@ normal volume of freight traffic, 
broad appreciation in the pre- 
ferred stock of the Missouri-Kansas- 


Texas Railroad Co. could reasonably 
be expected. At its present price of 


$24, this issue is selling for only moder- 
ately more than its per share earnings 
of the year 1926. 

For that year “Katy” turned in a 
record high of $21.69 per share earned 
on the 7% cumulative © preferred 
stock. In prior years back to 1922, 
when the present company was formed 
in a readjustment growing out of re- 
ceivership, the $7 dividend to which 
this stock has claim was earned with 
an ample margin. In 1927, $13.06 per 
share was earned; in 1928, $12.58; in 
1929, $13.10; and in 1930, $10.62. 

Thereafter both gross and net in- 
come fell away rapidly. In 1931, as 
depression deepened, only $1.01 per 
share was earned on the preferred 
stock, in 1932 fixed charges were only 
slightly more than covered and in 1933 
the road earned only $3,298,404 of its 
fixed charges of $4,173,765. 

One hears much of the railroad’s 
difficulties with truck and bus compe- 
tition. This is important, but it cer- 
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Missouri-Kansas-Texas 


Preferred 
Per share 




















tainly is not a development confined to 
the past three years and it is a minor 
ailment compared to the functional 
disease of depression. There were trucks 
and buses aplenty on the roads in 1930, 
when “Katy” earned its $7 preferred 
dividend with considerable to spare. 
The major decline in earnings having 
so closely followed the general decline 
in business activity, we see no reason 
to assume that the relationship will not 
be the same on recovery of business to 
normal. True, “Katy” is a long way 
from the maximum earnings of the 
past. On the other hand, no business 
boom would be required to restore a 
considerable earning power on the pre- 


ferred shares, if not to provide full 
coverage of the dividend which ap- 
peared secure during the company’s 
eight-year history prior to the depres 
sion. 

The capitalization set up in the 1922 
reorganization is a conservative one, 
as railroad capitalizations go, funded 
debt making up only 40% of the total 
and the preferred and common stocks 
the rest. The road’s current financial 
position is relatively good. It has come 
through the depression without borrow- 
ing from the Government. It has 
maintained its properties in good shape, 
showing an operating ratio of 74.54% 
for 1933. It has no early bond ma- 
turities. Current assets of $10,581,000 
are more than twice current liabilities. 

Wheat, cotton and oil are “Katy’s” 
most important freight items. Its chief 
line extends from St. Louis and Kansas 
City on the north to Dallas, Fort 
Worth, San Antonio, Houston and 
Galveston on the south. As this is 
written, President M. H. Cahill re- 
ports business in his road's territory as 
showing improvement. Favored by a 
high factor of leverage, “Katy” pre- 
ferred offers substantial speculative ap- 
peal at present depressed prices. 


Ford Motor of Canada 


LL indications point to the prob- 
ability that 1934 will be a high- 
ly satisfactory year for the 

automobile industry. Yet competition 
is keen, popular fancy is fickle and the 
lion’s share of the available sales will 
no doubt go, as for several years past, 
to the three largest manufacturers of 
low-priced cars — General Motors, 
Chrysler and Ford. 

Relative to Ford, the positions of 
General Motors and Chrysler in the 
lowest-priced field have been improved 
in recent years. At the present time, 
however, it appears likely that 1934 
will be a “come-back” year for Ford. 
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The Ford position is favorable in sev- 
eral respects. While the new “V-8” 
Ford is improved in appearance and 
performance, no radical innovations 
have been made and no production 
difficulties have been encountered. For 
the first time in years, Ford has the 
jump on his competitors, his present 
model having been placed in full pro- 
duction well ahead of those of his two 
chief competitors. 

Ford, moreover, has started the year 
with a price advantage, the increases 
made being less than those in com- 
parable cars. Then, too, the Ford of 
last year was something of an experi- 


ment—from the buyers’ point of view— 
but has now won the favor that comes 
with trial. Finally, Ford is able to bene- 
fit from his competitors’ greatest 1934 
innovation—independent front wheel 
spring suspension. In current aggres’ 
sive advertising the Ford company as 
serts that the riding qualities provided 
in independent spring suspension are 
those provided on all four wheels of 
the Ford “V-8" by the transverse 
springs which for years have been 
unique to Ford. 

The Ford Motor Co. is a family af- 
fair. Market participation even close 
to the Ford business in America can 
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such 
as f 


for 


be had only through a back door specu- 
ation: namely, the 1,588,956 Class 
“A” shares of Ford Motor Co. of 
Canada, listed on the New York Curb 
Exchange. Last year, although a year 
of loss, a $1 dividend was paid on this 
isue. Its current price is $18. 

With the exception of 1927 and 
1928, which marked the transition of 
the old Model ““T” to the modernized 
Ford, this company in most years sold, 
roughly, half of the cars marketed in 
Canada and likewise enjoyed a con- 
siderable foreign business, especially 
through its Australian subsidiary. In 
both its Canadian and Australian busi- 
ness it was confronted with adverse 
foreign exchange conditions during 
most of the depression. This situation 
has changed for the better and, partly 
due to currency depreciation, business 
in both Canada and Australia has 
paralleled that in the United States 


serving practically the whole of 

Brooklyn and a large part of 
Queens, New York City, is one of the 
largest enterprises of its kind in the 
country. The population of the terri- 
tory served by the company is not far 
from the 3,000,000 mark and com- 
prises the fastest growing section of the 
city. Brooklyn Union Gas operates 
four plants with an estimated manu- 
facturing capacity of 120,000,000 cubic 
feet of gas daily. Sales are in the 
neighborhood of 21,000,000,000 cubic 
feet annually. 

Although the company was obliged 
to recognize the existence of the de- 
pression, few companies indeed suf- 
fered less from an earnings standpoint. 
Per share results in recent times were 
highest for 1928 when $8.09 on the 
common stock was reported. This fell 
to $6.79 a share in 1932 and for the 
twelve months ended June 30, 1933, 
$648 a share was reported. The an- 
nual report for 1933 is expected short- 
ly and should show earnings of be- 
tween $6.40 a share and $6.50 a share. 
_ This comparatively excellent show- 
ing may be attributed partly to the 
table nature of the company’s busi- 
hess, partly to steps taken to offset the 
tavages of depression, and partly to 


% Brooklyn Union Gas Co., 


HIS year promises a further 
emergence of the steel industry 
__ from the trough of depression in 
such a manner, while not spectacular, 
to make it possible for a larger 
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by showing a pronounced recovery. 

The company does not issue interim 
reports and has not yet reported for 
1933. When issued, however, this re- 
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Ford of Canada Class 
“A” Stock 




















port undoubtedly will show a loss. The 
loss in 1932 was $5,206,737 and was 
$1,384,757 in 1931, the last year of 
profit having been 1930, with $3,157,- 


Brooklyn Union Gas 


the favorable capitalization enjoyed. 
The stability of the business is the re- 
sult of its catering primarily to resi- 
dential consumers. Manufacturing 
processes take comparatively little of 
the total output. The steps taken to 
offset the effects of depression include 








Brooklyn Union Gas 
Co. 

Dividend 

$70 $5 


Price 


Per-share earnings 
1931 1932 
$7.64 $6.79 $6.50 (Est) 


1930 1933 


$7.23 




















a greater plant efficiency, the aggres- 
sive merchandising of gas appliances, 
constant advertising of the advantages 
of gas, and the bringing home of its 
advantages by means of practical 
demonstration to individuals and 
groups. 

The company’s capitalization is fa- 
vorable during a time of depression be- 
cause the common stock has relatively 
little leverage. Ranking ahead of the 


Wheeling Steel 


portion of the industry to return to 
profitable operations. Wheeling Steel, 
although one of the smaller units, is 
quite likely to be in the van of the steel 
companies returning definitely to the 


877. In 1929, profit was $5,232,819. 
After producing the old Model “T” for 
sO many years, it was hardly to be ex- 
pected that the “V-8” could capture 
its maximum market immediately. 
Conditions now are favorable. To date 
in 1934 Ford sales in the United States 
are substantially higher than they were 
a year ago. There is every reason to 
expect a similar trend in Canada and 
Australia. One can safely assume that 
Ford of Canada remains, as always in 
the past, in strong financial position. 
Indeed, it is known to have augmented 
its cash last November with $6,000,000 
drawn from its Australian subsidiary, 
while cash shown at the close of 1932 
was nearly $14,000,000. 

On the past record and in the pres- 
ent setting, it would not be unreason- 
able to speculate on recovery of Ford 
of Canada earnings to a level of at least 
$2 to $3 a share. 


741,826 shares of no-par capital stock. 
there is only $49,000,000 in funded 
debt. Incidentally, of this funded debt, 
there are no important maturities prior 
to 1945. 

At the present time, the common 
stock of Brooklyn Union Gas can be 
bought for about $70 a share, a price 
at which the regular $5 dividend yields 
more than 7%.. There is, of course, 
some reason why such a high return 
can be obtained from a security of this 
caliber. It reflects in part the general 
disfavor into which public utility 
stocks have fallen because of the con- 
stant political agitation for lower rates. 
Also, there is undoubtedly some fear 
that if the Government succeeds in its 
program of raising commodity prices— 
and consequently costs—that efforts to 
bring about compensating increases in 
rates will be bitterly resisted by rate- 
making bodies. Yet, although these 
are live dangers, it is a question of 
whether or not they have been dis- 
counted in the price of the security. 
While an answer to this question 
necessarily must be largely a matter of 
personal opinion, not a few investors 
will prefer a high-grade, dividend-pay- 
ing stock, with demonstrated earning 
power, such as Brooklyn Union Gas, to 
inherently speculative issues. 


profitable side of the ledger. In 1933, 
the company staged an impressive 
comeback, a performance which, in the 
light of the current general business 
prospect, should be continued this year. 
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Conceding that any sustained revivai 
in the steel industry would require a 
considerable gain in the demand from 
such heavy industries as building and 
equipment, as an individual organiza- 
tion Wheeling Steel is less dependent 
upon these sources, due to the wide 
diversity of its output particularly in 
light finished forms of steel for retail 
distribution. These include such prod- 
ucts as barrels, ash cans, steel contain- 
ers, buckets, coal scuttles, shovels, etc. 
The company is reputed to be the larg- 
est manufacturer of sheet steel stoves 
in the country. In addition, Wheeling 
produces sheets, plate, strip, tin plate, 
wire and rods and tubing. The com- 
pany is a complete and compact organ- 
ization operating 14 plants and owning 
extensive coal, iron and limestone prop- 
erties. Facilities are advantageously 


located and permit economical trans- 
portation both by rail and water. 

At the end of 1932 (latest available 
balance sheet) funded debt was slightly 
over $27,000,000 and $6 preferred 
stock was outstanding in the amount 
of 380,521 shares. Excluding treasury 


O Mathieson Alkali goes the dis- 
tinction of being the first major 
industrial enterprise to under- 

take the expansion of plant facilities 
through the sale of stock, after a long 
lapse in this type of financing. The 
company plans to spend about $7,500,- 
000 in the construction of a new plant, 
of which sum about $6,000,000 will be 
raised through the offering of addition- 
al stock and the balance will come 
from the company’s treasury. In view 
of the company’s depression record, 
there is no risk in presuming that the 
willingness of the management to em- 
bark upon this project at this time is 
predicated upon the expectation of a 
substantial increase in the demand for 
the company’s products during the next 
several years. 

Mathieson Alkali is a ranking pro- 
ducer of caustic soda, soda ash and 
chlorine. The sale of these chemicals 
during the past year was stimulated by 
the demand from textile manufactur- 
ers and the bottle-making industry. 
Other industries served by the com- 
pany, and from which there was an 
improved demand last year, include 
soap, chemicals and paper. Despite 
the fact that the company relies for 
the most part upon industries which 
have been under the influence of the 
depression, its own activities were 
maintained on a profitable basis, regu- 
lar dividends were paid on the pre- 
ferred stock and only a moderate re- 
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stock, there were 386,514 shares of 
common stock. No dividends have 
been paid on the preferred since Janu- 
ary, 1932, and accumulations amount 
to $13.50 a share. The last dividend 
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Common Stock 




















on the common was in 1930 when total 
payments amounted to $3.50. Finances 
have been kept in an excellent con- 
dition; current assets showed a ratio 
to current liabilities of better than 9 
to 1 at the end of 1932. 

Last year operations were profitable 
in the second and third quarters and 


Mathieson Alkali 


duction—from $2 to $1.50—was made 
in common dividends. This record is 
fairly typical of that for the chemical 
industry as a whole during the past 
several years. 
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The peak of the company’s earnings 
was reached in 1929, in which year 
profits were equivalent to $3.31 for 
the common stock. From then on the 
trend has been downward but the de- 
cline has been gradual rather than 
precipitous. The low point was 
reached in 1932, when earnings 
amounted to 86 cents on the common. 
Earnings for the past year, however, 
will be about double those for 1932, 
on the basis of the official report for 
the 10 months to October 31. For 
that period profits were equal to $1.42 
on 623,283 shares of common. The 
recent offering of additional stock to 
common shareholders will result in in- 


in the final three months the loss is 
estimated to have been small. For the 
full year, the net loss may not exceed 
$500,000, a considerable improvement 
over the loss of $3,275,000 in 1932. It 
is the policy of the company to make 
very liberal charges for depreciation 
and maintenance and for the three 
years ended with 1932, these items, plus 
idle plant expenses, totalled nearly 
$16,700,000 as compared with total re- 
ported losses of less than $10,000,000. 
Such write-offs, should the management 
desire, could doubtless be reduced with- 
out departing from the limits of con- 
servative practice with a resulting bene- 
fit to earnings. 

The common shares, listed on the 
N. Y. Stock Exchange, are not active. 
By comparison with other representa: 
tive issues in the steel group, however, 
prevailing quotations around 23 would 
seem to suggest that the company’s 
position and the speculative merits of 
the shares are not generally appre- 
ciated. The preferred shares, likewise 
around 49-50, possess interesting spec: 
ulative possibilities. 


creasing the outstanding shares by one- 
third. Ahead of the common are 
23,827 shares of 7% preferred stock. 
Having no funded debt, it is apparent 
that the company has a simple capital 
structure. 

The current market appraisal of 
the shares—around 38-40—may seem 
rather generous in relation to both 
earnings and dividends. Yet this con- 
dition is true of all of the better chem: 
ical stocks and reflects, not without 
reason, the dynamic possibilities for 
future growth which lie ahead of the 
chemical industry. 

As in the past, active research con: 
ducted on a large scale by all of the 
leading chemical units may be relied 
upon to open new avenues and appli 
cations for basic chemicals. Labor costs 
are not a vital consideration in the 
chemical industry and production could 
be stepped up readily without a corre’ 
sponding rise in costs. In other words, 
it would be possible for moderate up’ 
turn in demand to produce a compara: 
tively pronounced gain in earnings. It 
is the popular estimation of these con’ 
ditions which accounts for the high 
ratio of quotations to earnings for the 
average good chemical stock. 

There is ample basis for the belief 
that Mathieson Alkali will be an active 
participant in the trend of the industry 
and the shares might well be acquir 
to advantage at this time in anticipa’ 
tion of such event. 
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the Pulse of Business 


— Oil Asreement Reached 


OR the first time in two 
months, automobile pro- 
duction has again passed 

that of the previous year. 
Efforts to overcome front- 
end assembly difficulties are 
meeting with success, and 
factory output during the 
past fortnight has risen 70%. ‘The importance of this item 
of news lies in the billions which this industry contributes 
to our national income, even in years of depression. It is 
the chief factor which has contributed to the recent steady, 
though as yet slow, improvement in our Business Activity 
index. Second in importance has been the 15% expansion 
in check payments arising in large measure from greater 
strength and activity in the open markets for stocks, bonds, 
and commodities. There has also been a moderate gain in 
electric power output; though car loadings, and the output 
of coal, lumber and steel, have thus far picked up at a 
somewhat less rapid rate than last year. The net result of 
these various changes has been a sharp gain in Business 
Activity, since our last issue, to around 68% of normal, 
from the reaction low of 63% touched during the New 
Year’s week ended January 6. According to our graph, 
the physical volume of production, distribution and trade 
isnow about 13% higher than a year ago at this time, and 
slightly better than in 1932. ; 

New Orders, according to the latest point on our graph, 
have recently been coming in at a rate 60% higher than a 
year ago; though still at only about a third of the average 
monthly volume reported in 1926. It is distinctly encour- 
aging to note that machine tool sales, which are generally 


— Steel Operations Lag 
— Metal Prices Firmer 
— Tobacco Prices Up 
— Cotton Spinning Off 


looked upon as a good bar: 
ometer of prospects in the 
heavy goods industries, are 
150% ahead ‘of last year, 
and at least half as good as 
in 1926. 

Non-agricultural employ- 
ment in December, accord- 
ing to THE MaGazINE OF WALL STREET’s indexes, showed 
a seasonal increase of about 1.6 millions over November 
and 2.8 millions over December of 1932. December pay- 
rolls, on the other hand, though 2.8 billions larger than 
during the previous December, were only 0.8 billions higher 
than in November, on an annual basis, with a consequent 
drop in the average annual wage rate to $873. 

In the financial field, confidence has been much strength- 
ened by inferences from the President's message that the 
dollar is scheduled for ultimate stabilization on a modified 
gold base. This would seem to account in part for recent 
strength in the bond market. Expenditures from the Treas- 
ury’s $2,000,000,000 equalization fund, will add corre- 
sponding amounts to member banks’ reserve balances, and 
so may be utilized later, when business booms again, to 
create $10 of new bank deposit currency for each added 
dollar of reserves. This is regardless of how the Treasury 
spends the fund—whether in supporting the Government 
bond market or in gold purchases abroad to hold down the 
dollar. In fact the effect will be precisely the same as open 
market operations by the Federal Reserve banks, with 
which everyone is now familiar. Should the entire two 
billions be spent and added to the $900,000,000 of excess 
reserves now held by member banks, we would have the 
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foundation upon which to erect a structure of some thirty 
billions in new bank credit, once confidence is again re- 
stored. The situation thus contains possibilities of a specu- 
lative boom of greater magnitude than this country has 
ever witnessed. For this reason it is quite probable that 
the Government will disburse its gold windfall with ex- 
treme caution. 


The Trend of Major Industries 


STEEL—Since the first of the year, steel ingot output 
has risen to around 33!4% of capacity, compared with 
17.5% at this time last year. If the Administration's 
money program proves to have the inflationary effects 
now expected, a stocking up of steel products by middle- 
men may soon set in and speed up operations to a new 
high for the recovery. For the time being, however, pro- 
duction is held back by delays in the placement of orders 
by the railroads and automobile manufacturers, owing to 
technical problems which are now in course of solution. 


PETROLEUM—The feature news in Petroleum since 
our last issue has been the approval by Secretary Ickes 
of the oil purchasing and marketing agreements submit- 
ted by the industry as a plan for stabilization. This 
makes it possible to take surplus gasoline off the market 
and guarantees a fair profit to retailers. Benefits which 
the industry has already received from its code may be 
seen in the report that gross receipts from sale of oil 
during the first four months of operation were practically 
_ to the amount received during the first eight months 
of 1933, though production during the four months was 
less than half of production in the eight months. Fur- 
ther progress, however, has been halted for the time being 
by presistent overproduction in California, Oklahoma and 
Texas. It is estimated that, for the world as a whole, 
production in 1933 exceeded consumption by 113,000,000 
barrels, the U. S. A. being responsible for all but 3,000,- 
000 barrels of this excess. 


METALS—Better progress in formulating a code accept- 
able to the Administration and to producers and refiners 
has resulted since our last issue in a revival of strength in 
prices for copper and 


tured tobacco fell off 2.1%. Cigars dropped 2.6% for 
the year; but were up 9% in December. In addition tp 
these figures for manufactured tobacco products, it is est. 
mated that upwards of 35 billions of roll-your-own cigar. 
ettes were consumed last year; and that, if these had been 
restored to the ready-made market, consumption of leaf 
would have been increased by about 22,000,000 lbs., and 
Government tax receipts augmented by about $93,000,000, 
Increasing prosperity and employment should bring a con- 
siderable number of these roll-your-owns back into the 
ready-made fold. Cigar consumption should also rise 
slowly under similar stimuli. In fact an increase of 9% 
was already apparent in December, as compared with De- 
cember of 1932. Add to this the recent increase of $7.50 
per M (to $37.50) in the wholesale price of popular brands 
of the 5-cent cigar, and it begins to look as though this 
branch of the industry may be facing better times. 


TEXTILES—Though prices for the raw staple have 
shown gratifying improvement during the past fortnight, 
the longer range outlook for the Government's efforts to 
aid cotton is somewhat beclouded by recently published 
estimates that production in 12 foreign countries for the 
1933-4 crop year will be nearly 10% larger than during 
the preceding year, in marked contrast with curtailment 
in the U. S. Meanwhile cotton spinning activity in De 
cember had dropped to 20% beneath the December rate 
in’ 1952. 


RAILROADS—It has ‘been estimated in a report just 
submitted to President Roosevelt that the demand for ton- 
miles of railroad freight transportation will rise to 650 bil: 
lions by 1950, which would be 200 billion ton-miles, or 
45% greater than in 1929. This increase, it is said, will be 
many times the maximum potential traffic to be carried by 
the projected Great Lakes-St. Lawrence Seaway; which, 
consequently, from a long range viewpoint, does not seem 
to be a very great menace to railroad prosperity. 


Conclusion 


The dominant factor in the present business outlook is 
the dynamic possibility of credit inflation which resides in 
the contemplated drastic devaluation of the dollar, with re- 
sulting gold profit, ex: 
propriated by the Gov 





copper securities, the 
domestic price having 
recovered to 8% cents. 
Moderate _strengthen- 
ing in zinc is attrib- 
uted to a marked re- 
vival in demand at 
Joplin. Tin, on the 
other hand, has shaded 
a little on account of 
the higher production 
schedules now in force 
under the new cartel 
agreement. Silver has 
been helped by the 
Government's fiscal 
program. 


TOBACCO— 
Cigarette procuction 
last year came to 112 
billions, which was 8% 
greater than in 1932. | Fam = 4 
Snuff production was . 
about the same as in 
1932, while manufac- 
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ernment. If such an in 
flation took hold prices 
for commodities and 
common stocks would 
advance under internal 
and external pressure, 
unless counteracted by 
liberal sales of Govern’ 
ment securities by the 
Federal Reserve Banks. 
To apply such brakes, 
the Government might 
find itself in the em 
barassing position of 
buying its own secufl 
ties with the right 
hand while selling 
with the left. It goes 
without saying that 
repercussion 0 
fiscal 
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Government 
operations u 
ness activity wil: 
henceforth be well 
worth watching. 
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The Readers’ Forum is intended exclusively to serve in the discussion of problems 
of general investment interest. It welcomes free expression of opinion. The services of 
this department also are available for answering investment questions of general 
interests excluding inquiries regarding the position or prospects of individual securities. 








As Our Readers See It 


Better Times for Alloy Steels—Annuities 
versus Bonds — Rugged Individualist 
Speaks—One Frenchman Can Be Wrong 


Editor, READER’s FoRuM: 

I have just read your article in the 
current number of THE MAGAZINE OF 
WALL StrEET. You imply that a large 
scale redistribution of wealth through 
taxation is now going on as a part of 
the New Deal. 

This is exactly what I had hoped for 
as an admirer of the President but I 
fail to see that it is being done. Except 
for the 5% tax on dividends income 
taxes have not been increased by this 
administration. Even this tax has now 
been discontinued and it was not pro- 
gressive. About a year ago Mr. Roose- 
velt expressed his horror of a sales tax, 
yet the process taxes, the tax on gaso- 
line and now the liquor taxes are all 
sales taxes that bear more heavily on 
the poor than they do on the rich. I 
fear that the President's otherwise 
splendid program is being rendered 
futile by his failure to increase income 
taxes.—JOHN Barr, Redmond, Ore. 


* * * 


Alloy Steels 


Editor, READER’s FoRuM: 

Having been in the steel business 
practically all of my life and closely 
following the trend of this commodity, 
I am convinced that the era of plain 
carbon steels is a thing of the past. We 
are in the age of alloy steels. We shall 
never again see the day when our steel 
tonnage will reach the heights it has 
in the past. The uses of steel will 
expand, but, with alloy steels, which 
have greater tensile strength, greater 
heat- and rust-resisting inherent quali- 
ties and applications too numerous to 
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mention. The fact alone that replace- 
ment of carbon steel from rust and 
quick wear has been one of our great- 
est sources of replenishment in the 
past removes a vast market tonnage. 
Take, for example, the modern auto- 
mobile. Only the light body and fenders 
are carbon steel and this is now swing- 
ing over to alloy steel. Practically 
every piece of machinery and equip- 
ment today is swinging over to alloy 
steel. Reason—less weight, greater 
strength, rust-proof quality and longer 
life. 

It is true that aluminum is being 
tried but it lacks strength and it oxi- 
dizes, if not protected. Navy building 
is coming back, in fact it is here and 
this requires nickel-clad plates and 
armor. I am optimistic on steel for 
the pull, but in view of the fact that 
it may be several years before our 
capital goods manufacturing establish- 
ments can come back it might be well 
to consider a switch into consumption 
goods companies. In any event we must 
eat while we are doing without other 
things—R. K., Wheeling, W. Va. 


* * * 


The Merits of Annuities 


Editor, READER'S FoRUM: 

For a great many years I have read 
THE MAGAZINE OF WALL STREET and 
have always found it very interesting. 
Many times I have been tempted to 
write you about certain articles, but 
have refrained from doing so. An 
article on page 180 of your December 
9th issue, “What to do about Bonds,” 
by J. C. Clifford, interests me. Table 
6—Widow, 66 years old, no de- 


pendents, present value of estate $16, 
200. It seems to me that Liberty 
bonds, savings bank account and mis’ 
cellaneous bonds could be converted 
into an annuity with or without re 
fund. 

My suggestion would be for a widow 
of this age to invest $8,000 in an annuity 
without refund, yielding approximate 
ly $63 monthly. When you compare 
a guaranteed annual income of $756 
against an approximate yield of $300 
annually on bonds, savings bank de- 
posit and Liberty bonds, don’t you 
think this is preferable? At 66 this 
woman's investment worries should be 
over and nothing but safety of income 
should be considered. An income check 
for $63 every month for the balance 
of her life is a very nice income for 
any person when age of 66 is attained. 

Table 3—Retired business man 62 
years old, approximate value of estate 
$100,000. This man’s financial wor 
ries could be eliminated by the stroke 
of a pen and he could live a life of ease 
on a guaranteed income for life of 
almost $10,000 annually. No de 
dependents, wife amply provided for, 
$10,000 annually is not a bad income 
today.—S. H. C., New York City. 


* * * 


From a Utility Stockholder 


Editor, READER’S FORUM: 

I wish to congratulate you on the 
October 28th issue of the Magazine. 
As a public utility stockholder I was 
particularly interested in “Socialization 
Creeps Upon Us” and I deplore the 
growing tendency for governments t0 

(Please turn to page 422) 
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Answers to Inquiries 








The Personal Service Department of THE MaGazINE oF WALL STREET will answer by mail 
or telegram, a reasonable number of inquiries on any listed securities in which you may be 
interested, or on the standing and reliability of your broker. This service in conjunction with 


your subscription should represent thousands of dollars in value to you. 


the following conditions: 


1. Give all necessary facts, but be brief. 

2. Confine your request to three listed securities. 

3. No inquiry will be answered which does not enclose stamped, self-addressed envelope. 

4. If not now a paid subscriber, use coupon elsewhere in this issue and send check at same 
time you transmit your first inquiry. 


Special rates upon request for those requiring additional service. 


It is subject only to 








CANADIAN INDUSTRIAL 
ALCOHOL CoO., LTD. 

I now have a loss of nearly 4 points on 
10 shares of Canadian Industrial Alcohol 
“A.” I am at a loss to know why this 
stock is selling so far under its 1933 high. 
Con you explain it? Also advise me 
whether you recommend holding or selling 
this stock—J. J. C., Butte, Mont. 


Suffering from sharply curtailed pur- 
chasing power of the public during 
recent years, Canadian Industrial Alco- 
hol Co., Ltd., has reported substantial 
declines in income since 1928, deficits 
being the rule in 1931 and 1932. For 
the fiscal year ended September 30, 
1933, however, the company was able 
to show an operating profit of $198,- 
477. After bank interest and other 
charges a deficit of $21,565 was sus- 
tained for the period. Financial posi- 
tion was improved by a reduction of 
$500,000 in bank loans and an increase 
in working capital of $370,000. With 
aview toward broadening the com- 
pany’s scope of operations, in the inter- 
et of diversification the company en- 
tered the chemical field in 1931, pro- 
ducing wood alcohol, charcoal and ace- 
late of lime. Whisky and gin, how- 
‘ver, still account for the largest part 
of sales volumes. Included among the 
company’s trade-marked products and 
probably best known to the American 
public, are “Old Crow,” “Green 
River,” “William Penn” and “Green 


Briar.” Undoubtedly, the company has 
registered considerable improvement in 
sales volume since repeal of the 18th 
Amendment, through its exports to this 
country. In fact, along these lines, it 
was recently announced that the com- 
pany had entered a marketing agree- 
ment with National Distillers Corp., 
by far the leading domestic unit in the 
American liquor industry, and with 
this end in view, organized the 
National Canadian Distillers Corp., 
jointly controlled by both enterprises. 
Certainly, with the co-operation of Na- 
tional Distillers Corp., Canadian In- 
dustrial Alcohol Co., Ltd., should give 
a good account of itself. Admittedly, 
however, in view of the many uncer- 
tainties still existent in the liquor in- 
dustry, the shares must be regarded in 
a speculative light, and maintenance of 
present holdings must be predicated 
upon your willingness to assume a cor- 
responding degree of risk. 


HIRAM WALKER-GOODERHAM 
& WORTS, LTD. 


I understand that some distillers. are 
already adversely affected by reduced de- 
mands for liquor. In this light, what is 
your opinion of Hiram Walker? Would 
you advise me to sell or to continue hold- 
ing 100 shares of this company’s common 
on which I now have a profit of over 20 
points?—H. B., Los Angeles; Calif. 


Hiram Walker-Gooderham & Worts, 


Ltd., ranks as one of the leading dis- 
tilling units in Canada, and by virtue 
of its expansion program, which in- 
cludes the building of the largest dis- 
tillery in the world, in Peoria, Iil., 
gives promise of occupying a promi- 
nent position in the liquor industry of 
this country. The Peoria plant is ex- 
pected to be completed during the early 
future. In fact, recent reports indi- 
cate that sufficient of the plant has 
been completed to enable the company 
to turn out 4,000 cases of gin and 
blended whisky a day, a rate that is 
believed to have been stepped up con- 
siderably during the more recent past. 
When entirely completed, the Peoria 
plant will have a capacity of 75,000 
gallons of 95 proof spirits daily, as 
well as 100,000 gallons of wine an- 
nual capacity. Prior to prohibition in 
this country, the products of Hiram 
Walker enjoyed considerable popular- 
ity, and there is reason to believe that 
the company will get its full share of 
business in the revived liquor industry 
as time progresses. In reflection of the 
adversities experienced in Canada dur- 
ing the business depression, earnings of 
Hiram Walker-Gooderham & Worts 
have followed a downward course. 
However, gratifying improvement was 
noted during the fiscal year ended 
August 31, 1933. A profit of $370,- 
741 was reported for that period, as 
compared with net income of $255,256 
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in the preceding fiscal year. After 
allowing for dividends on the prefer- 
ence stock; a deficit of $110,709 was 
incurred during the latest fiscal period, 
a figure that compares favorably with 
a loss of $558,852 after preferred divi- 
dends in the previous fiscal term. 
Financial condition as of August 31, 
last, was entirely satisfactory, total cut- 
rent assets amounted to $14,749,871 
against total current liabilities of only 
$402,301. Incidentally, a substantial 
part of current assets is represented in 
whisky inventories, amounting to 
$7,659,160 or a book value of 50 
cents per proof gallon. Based on pre- 
vailing quotations for whisky, present 
value of the above inventories is more 
than $50,000,000. Admittedly, the 
common stock is speculative in char- 
acter, but the outlook for the enterprise 
is sufficiently promising to justify 
maintenance of present holdings, where 
representation in the liquor industry 
is desired. 


—__—_ 


CONSOLIDATED GAS CO. OF 
A YT. 


Don’t you think that, at current prices, 
Consolidated Gas discounts lower earnings 
rates and any prospective unfavorable legis- 
lation? Do you think it would be safe to 
buy this stock now? Do you think it 
might sell lower in the event of a further 
— reduction?—M. V. H., Hartford, 

onn. 


Despite the uninterrupted dividend 
record of Consolidated Gas Co. since 
1893, its shares have not been immune 
to the general disfavor into which all 
public utility securities have recently 
fallen. Rate reductions, higher taxa- 
tion, and in certain sections of the coun- 
try, the threat of competition from mu- 
nicipally owned plants all contribute 
uncertainties to the outlook for the 
public utility industry. While admit- 
tedly, Consolidated Gas of New York 
has already been ordered by the Pub- 
lic Service Commission to reduce its 
electric rates 6% for one year, and 
higher taxation has been imposed by 
the Federal and city governments, 
these additional burdens are unlikely 
to prove of sufficient proportion to 
eliminate earnings on the common 
stock. The reduction of 6% in elec- 
tric rates would be equal to about 80 
cents a share, while the Federal tax 
of 3% on sales of electricity to resi- 
dential and retail consumers is calcu- 
lated to reduc> earnings another 40 
cents a share. The New York City 
tax of 114% on gross revenues from 
September 1, 1933, to February 28, 
1934, is expected to cost the company 
around $1,500,000. Nevertheless, giv- 
ing due weight to these reductions, the 
company should be able to maintain 
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distributions on the common stock, if 
not at the present rate, at not less than 
$2 a share, annually. Such an esti- 
mate gives no consideration to the 
expansion of electric and gas sales, 
which may be reasonably expected with 
improved economic conditions in the 
service area, and a constant wider em- 
ployment of electrical appliances. In- 
cidentally, the company is contesting 
the rate reduction ordered by the Pub- 
lic Service Commission and the Appel- 
late Division now has the matter under 
consideration. Although full year 1933 
earnings of the company have not as 
yet been reported, these are unofficially 
estimated to have approximated $3.30 
a common share, which would com- 
pare with actual earnings of $4.08 a 
share for 1932. In view of the com- 
pany’s adequate financial resources and 
conservative capitalization, together 
with the improving trend of electric 
sales, the common shares are currently 
being quoted at prices which are be- 
lieved to overdiscount such dividend 
reduction as may be necessary. Hence, 
we feel that purchases of the stock are 
fully warranted at this time. 


INTERNATIONAL TELEPHONE 
& TELEGRAPH CoO. 

It seems to me that if Postal Telegraph 
could be put on a stable earning basis by 
the contemplated communications merger, 
I. T. & T. stock should sell higher as soon 
as this is generally realised. Am I too 
optimistic? Do you think I am warranted 
in averaging down on 100 shares of I. T. 
& T. bought at around 393%4°—P. J. S., 
Philadelphia, Pa. 

Improved economic conditions 
throughout the world enabled Interna- 
tional Telephone & Telegraph Co. to 
report a profit in both the June and 
September quarters of last year. While 
this earnings improvement was insufh- 
cient to offset the sizeable deficit in- 
curred in the initial quarter, the loss 
for the nine months ended September 
30, 1933, was considerably less than 
that of the corresponding period of 
1932. Continued strength of foreign 
currencies, and the further expansion 
of world trade during the final quarter 
of 1933 is believed to have enabled the 
company to completely cover its fixed 
charges with a small amount left over 
for the common stock. Admittedly, 
the Cuban situation is discouraging in 
view of that country’s attitude toward 
rates and its tendency to interfere with 
operations, but with the re-establish- 
ment of a stable government, these un- 
certainties should be largely eliminated. 
Restrictions on transfer of funds from 
many of the countries in which the 
company operates also should be re- 
laxed gradually, thus further remov- 


ing a major uncertainty in its earning 
outlook. Moreover, the possibility of 
a communications merger in the United 
States to include its subsidiary, Pogt,| 
Telegraph, which was recently pro 
posed by a special committee of the 
Department of Commerce and sub. 
mitted to President Roosevelt holds 
favorable implications. Should such 
a merger become an actuality Inter. 
national Telephone & Telegraph would 
be able to eliminate further losses from 
that unit and to devote its entire at. 
tention to the development of its for. 
eign telephone business which offers a 
tremendous field for further expansion, 
The company recently announced a re. 
duction in its bank loans of $6,000,000 
bringing the total, as of December 31, 
1933, to approximately $34,500,000, 
Since it is believed that these loans will 
be extended until such time as earning; 
and the condition of the bond market 
permit a funding operation, no diffi. 
culty should be experienced on this 
score. Because of the favorable factors 
in the outlook for the company, we 
feel that limited speculative commit: 
ments in the common stock are fully 


‘warranted around prevailing quota 


tions. 


GUARANTY TRUST CO. 


I note that Guaranty Trust ts still sell- 
ing below its book value—and for the 
number of shares outstanding its undivided 
profits shape up quite well as compared 
with other bank stocks. I am thinking of 
adding to my present 50 shares which aver- 
aged 260 a share, but first I will appreciate 
your advice—T. M., Rochester, N. Y. 


The annual report of Guaranty Trust 
Co. for the calendar year 1933 wholly 
warrants the confidence of its stockhold: 
ers in the future prospects of that insti 
tution. Despite the adversities of the 
business depression, Guaranty Trus 
Co. has lost no ground; in fact, its 
already strong position was further 
strengthened during the past twelve: 
month period. Earnings for the cal’ 
endar year 1933 amounted to $24,562, 
622, compared with $22,936,959 for 
the preceding year. Reduced to a per 
share basis on the 900,000 capital 
shares outstanding, the above results 
amounted to $27.29 and $25.48, re 
spectively. Guaranty Trust Co. 4 
New York is the largest trust company 
in this country, and ranks third as a 
commercial banking institution. By 
virtue of the Banking Act of 1933, the 
security affiliate of the Guaranty Trust 
Co. of New York, the Guaranty Co. 
must be segregated. The exact pro 
cedure to follow with this end in view 
has not as yet been definitely decided. 
While during normal times the Guar 

(Please turn to page 415) 
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28 Points Profit Taken 


Since January 1/5! 


UR subscribers were 

fully prepared to 
participate in the current 
upsurge of the market. 
Profits already accepted 
total over 28 points. Our 
open position shows addi- 
tional profits and we are 
bending every effort to 
establish the best record 
inour 15 years of success- 
ful market counsel. 

This is an illustration 
of the manner in which 
we would have you profit through important 
market moves—contracting or expanding your 
position in anticipation of a sizable decline or 
advance. 





Last Month’s Profits! 


Points Profit 
" —New York Central 
—Sears Roebuck 
—Baltimore & Ohio 
—Public Service of N. J.. 
—Chesapeake Corporation . 
Unusual Opportunity—Louisville Gas & Elec. A. 
said ” —United Drug 


Trading Advice 
se ee 
ce ee 
4%, 
6Y% 
1% 
3% 


Bargain Indicator 


28Y, 


you can readily figure what these profits would have 
meant to you. They supplement our record of over 
40% net profit available in 1933 through our Trading 
Advices, Bargain Indicator and Unusual Opportunities in 
ten-share commitments. On this ten-share basis, $800 
will enable you to follow our Trading Advices or Bargain 
Indicator, while $500 is sufficient for our Unusual Op- 
portunities. With a larger amount, you may increase your 
operating unit and resultant profits proportionately. 











Concentrate in Potential Market Leaders 


preciation. You will also 
be guided in profiting 
through the intermediate 
swings by our Trading 
Advices. 

All recommendations 
are carried under the 
continuous supervision of 
our market and security 
specialists. You will be 
definitely advised when 
to make commitments 
and when to complete 
them to your advantage. 


New Profit Opportunities Developing 


During the coming months we anticipate a 
marked extension of the present recovery hav- 
ing its parallel in the market action of April, 
May and June last year. This recovery, nat- 


urally, should be accompanied by substantial 


Through our Bargain Indicator and Unusual 
Opportunity recommendations you will be ad- 
vised when to buy sound common stocks—stocks 
that meet the highest standards from funda- 
mental, industrial and inflationary standpoints, 
and offer the best opportunities for market ap- 


advances in selected common stocks. 

You should start buying such issues NOW— 
through our definite advices—and get in on the 
“cream” of the expected upmoves. 
may readily result in your having to pay sev- 
eral points higher than current levels. 
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Answers to Inquiries 
(Continued from page 410) 








anty Co. has been an important rev- 
enue producer for the Guaranty Trust 
Co., its importance during the past 
yar or two has considerably dimin- 
shed. Hence, it is not likely that 
any great loss will be felt in years to 
cme by the segregation of the security 
jfiliate. We look upon the capital 
tock of Guaranty Trust Co. as well 
wited for the conservative investor's 
portfolio and endorse adding to your 
present holdings around current prices. 


BEECH-NUT PACKING CO. 


Beech-Nut Packing has been recom- 
mended to me as a fair-priced investment. 
In view of its steadiness over the past four 
years as compared with other stocks, I am 
wondering if it offers the same possibili- 
ties for appreciation? Do you advise buy- 
ing this stock at current levels?—L. L. M., 
Chicago, Ill. 


Even though restricted consumer 
purchasing power during the depres- 
sion has resulted in a sharp decline in 
demand for quality goods, the high 
standard of Beech-Nut Packing Co.’s 
merchandise has not been lowered. As 
an offset to the sharp decline in sales 
of its higher priced lines, its chewing 
gum and confection divisions have en- 
joyed relative stability throughout the 
depression. Prior to 1930, sales and 
profits registered satisfactory growth 
fora number of years. The earnings 
decline which began in that year, how- 
ever, continued through the June quar- 
ter of 1933, reflecting not only the 
tendency of consumers to purchase 
cheaper goods, but also lower prices on 
many of its lines. In the report cover- 
ing the September quarter, however, 
net income available for the common 
stock amounted to $499,805, equiva- 
lent to $1.12 a share, or somewhat 
higher than the $465,568 or $1.06 a 
share, earned in the corresponding 
period of 1932. It is now unofficially 
estimated that earnings for the full 
year 1933 approximated $3.60 a share 
on the common stock, against actual 
earnings of $3.78 a share for the previ- 
ous year. The company is understood 
to have on hand substantial inventories 
acquired at favorable prices which, in 
ew of higher quotations for com- 
modities generally should add substan- 

y to earnings. Financial condition 
a of the balance sheet dated Septem- 

t 30, 1933, was exceptionally strong, 
with total current assets of $15,738,- 
831, including cash and equivalent 
alone of over $8,000,000, compared 
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*,..- DOCTORS, 
LAWYERS, 
MERCHANTS, 
CHIEFS” 


Associated System security holders 
are not a small group of men hidden 
in the financial canyons of New York. 
They are 350,000 persons of high and 
low degree living not only in every 
State of this country, but in 31 coun- 
tries overseas. 

Registered security holders number 
253,000, almost half of whom are cus- 
tomers residing in areas which the 
Associated System serves. Occupations 


ONE OF A SERIES—"THIS IS THE ASSOCIATED SYSTEM" 


of security holders, estimated for the 
entire group upon the basis of the 
number found in city directories, 
follows: 


Manual laborers 

Teachers, doctors, lawyers, etc 

Clerks and bookkeepers 

Supervisors 

Storekeepers and proprietors 

Salesmen and agents 

*Trust institutions 

*Women, unclassified 

* From records of Associated Gas & 
Electric System. Most of the women 
are housewives, although the classifi- 
cations above include women to a lim- 


ited extent. 


The Plan of Rearrangement of Debt 
Capitalization was devised to preserve 
the Associated System intact, and 
thus to protect the investments of 
these people who have placed their 
savings in Associated securities. De- 
benture holders are urged to deposit 
their debentures immediately under 
the Plan, and to urge similar action 
upon others who have not yet ex- 
changed their debentures. It is to the 
interest of all Associated security 
holders that the Plan be successful. 


Associated Gas and Electric Company 
61 Broadzvay, New York 
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If So, You Should Have 


. . . current UNITED OPINION Bulletin summarizing the 
definite market advices of the leading financial authorities 


on the above stocks. 


Introductory copy FREE on request. 


UNITED OPINION 


Investment Reports 


the UNITED OPINION method of stock selection, 


Wire: this Bulletin you will receive a description of 
w 


ich has been so successful during the past 14 years, 
with the new features which make these Investment Re- 
ports still more valuable to every investor. 


Send for Bulletin W. S. 5 FREE! 


(Please print name and address) 


UNITED BUSINESS SERVICE 


210 Newbury St. 





Boston, Mass. 











with current liabilities of $816,938. In 
view of the enviable reputation en- 
joyed by the concern in its field, and 
the probability that the public will 
gradually lay more stress on quality 
than on price, as purchasing power ex- 
pands, gradual earnings improvement 
is anticipated during the current year. 
Thus, we feel that the common stock 
is among the more attractive issues in 
the food group, and believe purchases 
fully warranted around current levels. 


_ 


ERIE RAILROAD 


I have 100 shares of Erie R. R. I bought 
in 1930, and on which I still have a siz- 
able loss. As a new subscriber, I will be 
grateful for your advice. I would particu- 
larly like to know if you would suggest 
switching to some other stock with greater 
speculative possibilities—G. A. B., Minne- 
apolis, Minn. 

Although the monthly income re- 
ports of Erie Railroad have revealed 
notable improvement in the earnings 
status of the road, aggregate gross in- 
come for the first eleven months was 
still somewhat below. that of the corre- 
sponding interval of 1932. Neverthe- 
less, as a result of drastic operating 
economies, net income for the later 
period was decidedly better than that 
of a year earlier. For the eleven 
months ended November 30, last, net 
operating income amounted to $11,- 
763,671 against $7,988,146 for the first 
eleven months of 1932. Operating re- 
ports since the foregoing statement 
have been highly favorable, and there 
is every reason to believe that with any 
further stimulation of business activity 
in the territory served by this road, 
this favorable course of events should 
continue. Admittedly, the financial 
position of Erie Railroad remains re- 
stricted, but cash position at latest re- 
ports appeared adequate for immediate 
requirements. Moreover, the company 
is not confronted with any important 
funded debt maturities prior to 1935. 
The outlook for Erie at this writing is 
such as to justify a degree of optimism, 
and where reasonable speculative risks 
are not objectionable, accumulation of 
the junior equity appears wholly justi- 
fied around prevailing quotations. 





BANGOR & AROOSTOOK R. R. 
Co. 


Because your advice in the past has been 
profitable, 1 would now like to know what 
you advise on Bangor & Aroostook. I 
have 100 shares of this stock for , whith 
I paid 62%. Sheuld I continue to hold, 
or do you think it would be wiser to sell 
now when this stock is at its high for the 
past few years?—B. E., Boston, Mass. 


With its lines covering the north- 
eastern section of Maine, Bangor & 
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Aroostook R: R. Co. derives the 
principal portion of its revenues from 
agricultural products, chiefly potatoes, 
although products of mines, lumber, and 
miscellaneous manufactured articles 
also contribute substantially to reve- 
nues. In the report covering the eleven 
months ended November 30, 1933, net 
income amounted to $871,914, and 
was equivalent, after allowing for divi- 
dends on the 7% preferred stock, to 
$4.57 a share on the common stock. 
This compared with $647,361, or $2.99 
a common share in the corresponding 
period of 1932. Beginning in August 
of last year, carloadings ran consider- 
ably ahead of corresponding periods of 
1932, the improvement being traceable 
directly to increased shipments of pota- 
toes, prices for which were higher than 
for some time past. Although the 
potato crop is by far the most im- 
portant item handled from a revenue 
standpoint, sizable gains were also 
scored by miscellaneous freight. The 
road has maintained its characteristic- 
ally strong financial status. As of 
November 30, 1933, total current as- 
sets of $1,771,780 including cash alone 
of $466,308, compared with current 
liabilities of $621,787. In view of the 
substantial earnings recovery already 
registered, together with the probability 
that these earnings gains will be further 
extended during early ensuing months, 
at least, a more liberal dividend policy 
on the common stock would not be un- 
expected. Hence, at current levels, 
these shares appear attractive both from 
the standpoint of income and further 
price enhancement. 


—— 


GENERAL AMERICAN TRANS- 
PORTATION CORP. 


I have 100 shares of General American 
Transporiation Corp. on which I now have 
a profit of 4 points. I am thinking of put- 
ting this stock aside as an investment, but 
first I would like your opinion. Do you 
think it possible that dividends will be in- 
creased soon?—R. L. B., Dayton, Ohio. 


Reflecting restricted movement of 
freight and the dearth of new equipment 
orders, due to depression influences, earn- 
ings of General American Transporta- 
tion Corp. declined steadily since 1930 
and through the initial quarter of 
1933. In the June quarter, however, 
the down-trend of revenues was brok- 
en and substantial earnings gains have 
been revealed in subsequent reports. 
Although the report for the full year 
is not as yet available, earnings for that 
year are unofficially estimated at $2.60 
a common share, which would compare 
with actual earnings of $2.20 a share 
for 1932. Tank cars are widely em- 
ployed in the transportation of chem- 
icals and the improved outlook for that 
industry augurs well for the subject 
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company’s revenues from that source 
The management has been particularly 
aggressive in fostering the development 
of tank cars adapted to the needs of 
particular industries. Along this line, 
contracts have been signed with a num. 
ber of breweries throughout the coun- 
try, calling for a steady supply of re. 
frigerator cars. In view of its thoroughly 
intrenched trade position, and its ade 
quate financial and physical resources, 
there is little question but that this 
company’s revenues will expand sub- 
stantially in line with generally im. 
proved industrial conditions throughout 
thecountry. Sincethe present annual divi 
dend of $1 a share on the common stock 
is being covered by a wide margin and 
in view of the likelihood of further 
earnings expansion during the current 
year, higher dividends on the stock ap- 
pear a logical expectation. Giving con- 
sideration to this possibility, the shares 
are regarded as reasonably priced 
around prevailing quotations and we 
see no need to disturb present holdings. 





GENERAL OUTDOOR ADVER- 
TISING CoO., INC. 

In looking over the list for low priced 
stocks, my attention has been directed to 
the junior equity of General Outdoor Ad- 
vertising. Noting the price range of this 
stock, I somehow feel that it offers at- 
traction for speculative price enhancement. 
However, before making any definite com- 
mitment in the shares I would prefer to 
have my opinion confirmed by your judg- 
ment.—E. H. M., Brooklyn, N. Y 

For the first nine months of 1933, 
General Outdoor Advertising Co. 
Inc., incurred a loss of $919,731, 
against a deficit of $1,697,980 for the 
corresponding interval of 1932. Oper 
ating economies effected during the 
period contributed to the better show: 
ing, although the legalization of beer 
doubtless had a favorable bearing upon 
the results. It is likely that the results 
during the final quarter of last year 
registered further improvement over 
those of a year earlier, although it is 
not believed that the company emerged 
from the “red.” In fact, resumption 
of satisfactory profits from operations 
at this writing does not appear in early 
prospect. The difficulties of General 
Outdoor Advertising date back prior 
to the depression, since net income 10} 
lowed a downward course from 1927 
through 1929, despite the general up’ 
ward trend of business. The adversi- 
ties of the depression only intensified 
the difficulties of the enterprise. In an 
effort to stimulate new business the 
management has revised its sales policy 
although the success of the new pro 
gram still remains to be seen. Finan’ 
cial condition at the close of 1932 
(latest statement available), was satis 
factory and there is reason to believe 
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een considering the establishment of a more 
favorable plant location or branch plant development will be interested 
in market studies and other information compiled by the Industrial De- 
velopment Department of The Commonwealth & Southern Corporation. 
wamme= Subsidiaries of this Corporation serve a territory of widely diversified ——_—_ 
natural resources. The important commercial position of the numerous 
cities and towns served is due principally to certain economic advantages 
which are essential to successful manufacture, namely, abundant and access- 
ible sources of raw materials, satisfactory labor conditions, dependable 
supplies of power at low cost and direct transportation facilities to large 
ing markets and distributing centers. This territory also contains 

some of the richest and most fertile farming regions in the United States 
as well as substantial deposits of coal and other minerals. Conditions of 
this character make for progressive community development along sound 


permanent lines. 


In order to give some idea of the economic advantages and possibilities 
(of this territory, a map showing the principal natural resources and other 
interesting information about the territory served will be mailed upon 


Bequest. 


Inpusrezat Deverorwent Deparramnr 


THE COMMONWEALTH & SOUTHERN CORPORATION 
20 PINE STREET, NEW YORK 


‘ 























that it has been maintained throughout 
the year. Despite this factor, how- 
ever, the outlook for the enterprise 
cannot be regarded as outstandingly 
promising and we therefore see little 
incentive for purchasing its shares. 








Wealth Without Limit Lies 
Ahead 


(Continued from page 387) 








180 words a minute. Plans also call 
for the early transmission of facsimile 
messages—the beginning of the end of 
the dot-and-dash era. Where it was 
formerly thought that long waves had 
to be used in distance transmission it is 
now commercially practical to use wave 
lengths as short as 5 meters for trans- 
continental transmission or for com- 
munication even with distant Aus- 
tralia. Such practice greatly reduces 
the power required and, consequently, 
the cost. 

But, one may ask, might not this de- 
stroy the wealth represented by land 
lines? Perhaps, but such is the way of 
Progress. We could have saved the 
buggy industry by refusing to develop 
the automobile. Yet today the auto- 
mobile industry employs vastly more 
men than ever made buggies. 
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In communication, domestic and in- 
ternational, we have not reached the 
limit. It will offer opportunity for 
profitable employment of capital for 
years to come. 


New Products 


Today there are more than 1,700 re- 
search laboratories in the United 
States. Ten years ago there were only 
some 200. All are at work developing 
new products and new methods of mak- 
ing old products. At a recent chemical 
exposition in New York City 112 
products developed since 1930 were on 
exhibition. These were selected from 
700 such products offered by sixty 
manufacturers. 

Research does not stop during de- 
pression. Indeed, it is intensified by 
depression. Consumer taste in goods 
oi all kinds is constantly changing. 
Methods of producing goods of 
all kinds are constantly changing. 
New products and new methods 
require new machinery. In new 
metal alloys, in synthetic products, in 
the photoelectric cell and other con- 
trol devices, including those for con- 
trol of heat and moisture, in insulating 
against heat, cold and sound, in the 
electrical equipment industries, in avia- 
tion and air-conditioning it is trite, but 
true, to say that merely a start has 


been made. The list could be extended 
almost indefinitely. 

To grasp even a minor part of all 
the opportunities above outlined would 
require the utilization of a huge sum 
of capital. Such investment would in 
turn create still further additions to 
our capital—which is but another way 
of saying to our wealth. It is along 
the road of evolution and expansion 
that industrial progress has marched 
and will ever march. 


Deflation has ended. We are on 
the upgrade. Our income is expand- 
ing. We have an abundance of idle 
capital. Savings week by week are 
adding to this capital. We need an 
active market in which such capital 
and such savings can flow into invest- 
ment in industries needing capital. We 
need a clarification or modification of 
the Federal Securities Act. We need 
an end to monetary tinkering. We 
need business confidence founded on 
the assurance that reasonable rewards 
will be the return on initiative and for- 
ward-looking ventures. 

We need all of these things far 
more than we need continued reliance 
on the supporting arm of government. 
To re-distribute our present wealth 
would be to give each man a pittance. 
To make use of the wealth that the 
future holds is to open the door to 


prosperity. 
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Two Leading Finance Com- 
panies Compared 
(Continued from page 401) 








sales contracts and thereby increased 
its proportion of that kind of paper, 
although the financial returns were not 
good. Credit is only used when there 
is a demand for it and the management 
of these concerns has been very alert 
to move into markets where there was 
some use for their class of financial 
service. 

At the end of 1932, capital of Com- 
mercial Credit Corp. consisted of over 
9 million dollars funded debt, nearly 
20 million dollars in four issues of 
cumulative preferred stocks and 17 
million dollars common stock and sur- 
plus. Total assets were then 78 mil- 
lion dollars compared to 192 millions 
three years earlier (end of 1929), the 
difference being due mainly to a reduc- 
tion in borrowed money of 75 millions 
and to the retirement of its own capi- 
tal. In 1932, nearly 60% of total 
assets was represented by the com- 
pany’s own capital against only 40% 
in 1929. There were some additional 
changes in the capital structure 
last year which will be detailed in the 
Annual Report for 1933. 

Commercial Investment Trust Corp. 
had (end of 1932) capital consisting 
of 19 million dollars funded debt, more 
than 25 millions of preferred stocks 
and 58 millions common stock and 
surplus. ‘Total assets of 119 million 
dollars compared with 209 millions at 
the close of 1929. Borrowed money 
was no-longer necessary and in addi- 
tion the company had retired part of 
its own capital, too. Capital of the 
company comprised 85% of these assets 
compared to but 74% at the end of 
1929. 

Both of these companies grew very 
rapidly from the beginning because 
they started business at the time when 
installment selling was beginning to 
spread to include everything. For 
a long time they had a large, ever- 
increasing amount of eligible paper to 
purchase, everybody's credit was good 
and everyone bought something and 
deferred payment for it to another 
day. Floating on this rising tide of 
expenditures, it was easy for these con- 
cerns to secure capital and, by the use 
of their own money and of borrowed 
money, to make a fair profit. The real 
test of the enterprise and stability of 
the business came when conditions 
altered radically. 

The management of both C. I. T. 
and Commercial Credit were not long 
in putting their house in order and it 
will be granted that they both took 
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advantage of poor times to improve 
each its own position. A number of 
very large and very wealthy national 
corporations were conducting a financ- 
ing business of the same character 
through subsidiaries and they absorbed 
the largest and economical volume of 
the retail financing in their own mar- 
kets, leaving to these two companies 
and other, smaller concerns, only the 
scattered business of the independent 
smaller manufacturers. This “odd lot” 
market is still the backbone of their 
available purchases and when they ac- 
quired many of the subsidiaries in 
question, a much larger share of the 
available volume of business was as- 
sured to them. Many large corpora- 
tions retired from retail financing, dis- 
posing of their financing subsidaries to 
these two large companies on a profit- 
sharing basis. The additional business is 
not so profitable to owners but compara- 
tively safe and economical to handle. 

The different results accruing to the 
common stockholders in these two com- 
panies is one of degree. There are dif- 
ferences in management and the pro- 
portion of the shareholder’s equity has 
something to do with it. Undoubtedly it 
is because a large proportion of its own 
capital is used by C. I. T., of which the 
equity is correspondingly large, that 
has enabled this concern to earn and 
pay a dividend of $2 per share on its 
common stock during a year like 1932 
was. Incidentally, earnings for 1933 
will probably be an improvement over 
that year, too. On the other hand, the 
capital pyramid favors the common 
stock of Commercial Credit Corp. and 
although it worked adversely during 
the downswing of profits, it is already 
reacting favorably to the common stock 
while business is improving. The alter- 
ations in the kinds of installment paper 
purchased by each would tend to bring 
their operations closer together in 
future and in the long run the essen- 
tial difference would appear when prof- 
its pyramid on the thinner equity. 








What’s Ahead for the 
Utilities? 
(Continued from page 389) 








subsidized competition goes the limit, 
it is a good bet that utility investors 
will suffer to some extent. 

From this distance it does not appear 
to be a particularly safe bet that the 
average domestic user of electricity will 
receive important benefit. 

To be sure, President Roosevelt more 
than once has professed to have at 
heart the interest of the investor in 
sound operating utilities, putting it only 
second to the interest of the general 


public. In a campaign interview in 
August, 1932, he was quoted as hold- 
ing the opinion that a return of 7 to 8 
per cent on its investment could be re- 
garded as reasonable expectation by any 
power company. There is no indica- 
tion that his opinion has been changed. 
In the same interview he strongly de- 
nounced abuses revealed in the opera- 
tions of some holding companies. 

With these generalities conservative 
investment opinion no doubt concurs. 
Utilities have the protection inherent 
in a monopoly business within their 
own territories. Freed of the competi- 
tive risk of many other enterprises, a 
return of 7 to 8 per cent on the capital 
investment would seem reasonable and 
fair. 

President Roosevelt also has let it 
be known that he contemplates con- 
tinued private ownership of the great 
bulk of the public utility business. Un- 
fortunately, the prudent investment 
represented by a utility company’s 
properties is a complex and difficult 
thing to determine, as the courts have 
found. Such general assurance as the 
utility investor is given regarding an 
adequate return on his investment will 
have to be balanced, as for some time, 
against political rate agitation, rising 
costs and the nearing hobgoblin of Fed- 
eral competition. In the State of New 
York, as this is written, Governor Leh- 
man, ardent admirer and disciple of 
President Roosevelt, is advocating still 
stricter regulation of utilities to the 
end, among other things, that munici- 
palities in New York State may go into 
the power business and that the per’ 
mitted earnings of private utilities be 
5 per cent on the original cost, less ac- 
crued depreciation, of properties used 
or useful in the public service. 

On the bright side of this picture is 
the fact that a great amount of trouble 
has been discounted in present prices of 
sound utility securities. Under no cir 
cumstances are the bonds of sound op- 
erating companies likely to be weak- 
ened. The stocks. of the majority of 
utility holding companies remain high: 
ly speculative. Stocks of strong oper’ 
ating companies probably will have to 
be regarded as semi-speculative as long 
as the present unfavorable political set- 
ting remains unchanged. Their pres 
ent dividends, however, will be made at 
least more secure in further recovery 
of consuming demand and it is even 
possible to hope that recovery of the 
public purchasing power will be s0 
marked ultimately that agitation for 
lower rates will lose some of its political 
appeal. Meanwhile, the time has passed 
for wise sale of good utility stocks. 
Indeed, the yields afforded by many 
issues appear to be attractive, relative 
to those of most industrial stocks, and 
the risk involved in discriminating put’ 
chases would appear to be small. 
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keeping money fairly easy. If such a 
licy were pursued, the adverse ef- 
fects of rising money rates on the best 
bonds will be minimized. Indeed such 
adverse effects may well, for some little 
time, be more than offset by the greater 
feeling of security in the currency. 
Moreover, it must not be forgotten that 
one of the stated purposes of the pro- 
d “equalization” fund includes the 
support of the Government bond mar- 
ket. This is an added weapon shortly 
to be possessed by the Administration 
to assure its obtaining the money for 
recovery at reasonable rates. 

Yet, if the near-term outlook for 
high-grade bonds is reasonably good, 
the prospects for medium grade and 
speculative issues is better. Here, 
though interest rates do harden some- 
what, this is an effect that should be 
offset easily by the betterment in cor- 
porate credit standing resulting from 
improved business. While this may 
have some of the aspects of a bald as- 
sumption that business is going to im- 
prove, it is difficult to see how it can 
do otherwise, in view of Government 
spending. Though the pessimistic con- 
tend that the improvement cannot last, 
they can hardly deny that it will ap- 
pear, and continue so long as present 
policies are pursued. The individual, 
of course, who sees in second-grade 
bonds greater opportunities than in the 
best, needs to exercise care in their 
selection. Some have already discounted 
any improvement in credit standing 
that reasonably can be expected to ac- 
crue to the issuing company. 


It seems then that the answer to the 
third question, “Will the rise in the 
bond market last” must be in the 
afirmative. This is qualified only by 
the fact that we have been speaking of 
the price of bonds over the near term 
—say, six months to a year. For indi- 
viduals looking further ahead than this, 
the matter is not yet settled. 

It has been shown that the principal 
force behind the recent rise in bonds 
has been the Government’s abandon- 
ment of currency inflation. But there 
is no evidence to support a view that 
the Government has abandoned its plan 
to raise general commodity prices. In- 
deed, there are not lacking signs that 
it proposes to do this by credit inflation. 
All the machinery is there and it is 
actually being employed in a moderate 
way. Now, is it not true that a rise 
in prices brought about by a credit in- 

tion would have exactly the same 
adverse effect upon the purchasing 
Power of investment income as a simi- 
lar rise in prices brought about by cur- 
tency inflation? And there logically 
dllows upon this the question: “Why 
then has the bond market been rising?” 
he main reason is perhaps psycho- 
logical. Everyone knows that the ef- 


FEBRUARY 3, 1934 


fects of currency inflation upon the un- 
fortunate owners of bonds is horrific. 
They know what happened in Ger- 
many; they remember that the French 
bondholder had his capital and income 
cut four-fifths. In comparison with cur- 
rency inflation, the prospect of credit 
inflation appears conservative and con- 
structive. 

Though there were gaps in the popu- 
lar reasoning, little fault can be found 
with the conclusion—credit inflation 
is preferable to currency inflation. The 
former lends itself to better and quicker 
control. If the purchase of Govern- 
ment securities on the part of the Fed- 
eral Reserve Banks expands credit, a 
sale will contract it. 

Knowing that credit inflation can be 
controlled, that it only needs a strong 
man at the brakes, explains why the 
bondholder recently has felt better 
about things. It is true nevertheless, 
that he is likely to lose a degree of pur- 
chasing power. Many reason, however, 
that the purchasing power which 
is likely to be lost can be measured, 
that the loss will not come suddenly, 
and that by investing in other mediums 
one might well lose as much, or more, 
through a price decline. 

This is quite logical and every inves- 
tor and prospective investor in good 
bonds is advised to apply a similar 
train of thought to his own individual 
circumstances. In this connection, 
however, it is not possible to make a 
decision once and for all and forget it. 
The probable future purchasing power 
of the dollar must be appraised from 
time to time in order to see whether 
the risks here are greater or less than 
they were. Also, the present favorable 
outlook for the price factor in bonds 
may not last indefinitely, despite the 
fact that so far as one can see ahead 
at the moment all is plain sailing. 








What the Government Mone- 
tary Program Means 
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had made work for some months 
through C W A and the other millions 
receiving relief, it will be impossible 
for the President to taper off C W A 
employment by May, as planned. Al- 
ready he has called for 950 million dol- 
lars more for C W A and direct relief. 
He has a bear by the tail and can’t let 
go of it. Unless conditions soon vastly 
improve countless additional millions 
will have to go into C W A, public 
works and direct relief, and NRA 
will have to shorten working hours. 
The last is almost a gesture of despair. 

an admission of partial failure. Fur- 
ther borrowing or currency inflation 
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edge and comprising only pub- 
lished predictions publicly known, 
includes predictions of October, 
1929, break and most of major mar- 
ket moves since, in addition to 
many smaller profitable move- 
ments. 
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let “How to Protect Your Capital 
and Make It Grow .. . Through 
Trading.” Fearlessly and specifical- 
ly it exposes false guides, tells why 
statistics alone are unreliable fore- 
casting factors, what are forecast- 
ing factors and what are not, etc., 
etc, 
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So Yow’re Going Away! 


If you are.to travel this year, as who is not these days, plan your voyage, jour- 
ney or cruise now. Let us help you glean the very essence of enjoyment from your 
trip. Our Travel Department, headed by a once restless globe hurdler, will gladly 
place his experience at your command. Write us for the travel information you wish. 


WORLD CRUISES 


PRESIDENT VAN BUREN, 103 days (19 ports) 
PRESIDENT GARFIELD, 109 days (20 ports) 


EUROPE, ASIA, AFRICA, GREECE 


STATENDAM, 25 ports (58 days) 
COLUMBUS, 64 days 
EXETER, 43 days Mar. 6, 


WEST INDIES CRUISES AND SOUTH AMERICA 


RATA, x yoy oe ag miles) 
TURNIA, ays po 
VERAGUA, 17 days 
CALAMARES, 16 days 
GEORGIC, 15 
COAMO, 11 days 
KUNGSHOLM, 18 days 
LAFAYETTE, 19 days 

CE, 19 days A ge 
DUCHESS OF BEDFORD, 28 
VENA, 17 days 
BO QUEN, 11 days 


NASSAU, HAVANA, BERMUDA CRUISES 


BERENGARIA, 3 days 
OF BERMUDA, 5 days (2 ports) 
A, 23 days 
PAN AMERICA, 12 
MORRO CASTLE, 9 


days (13 ports) 


days 





Perhaps your urge to wander suggests some of the following forms of winter vacationing. 
If you will check what interests you and mail the list to the Travel Department, we will supply 


the information. 
(1 Beonomy Trip to Europe 
(C0 Voyage to Norway 
(0 Voyage to Sweden 
(0 Voyage to South America 
(0 Journey to Quebec 


0) Cruise to South Seas 

0 California by Boat and Rail 
0) Voyage—China, Japan, India 
( European Motor Tour 

(©) South America by Air 
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will be inevitable and the former wil! 
(limits of public credit having been 
reached) have to give way in the end 
to the latter. If vast governmental ex. 
penditures on gold devaluation do not 
prime the economic machine, direct 
currency inflation will have to come 
And then the super-deluge, with arti- 
ficially stimulated business and sky. 
rocketing prices of stocks, commodj- 
ties and everything else. 

It is our opinion, however, that the 
depression will be definitely defeated in 
what was figuratively described above 
as the second line of defense, and that 
thereafter recovery will go forward 
with business activity gaining and 
prices advancing in moderation. 
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introduce industrial legislation which, 
while ostensibly framed to prevent 
abuses or exploitation of the public is, 
in effect, often discriminatory or vote: 
catching. 

Such interference in England has 
been caustically criticized by Sir Ernest 
Bern in a recent book, “This Soft 
Age,” which I can thoroughly recom: 
mend to those sturdy individualists still 
surviving in a world which no longer 
appears to believe that the race should 
be to the swift and the battle to the 
strong—D. L. Rossirer, New York. 

x * * 


There Will Still Be Profits 


Editor, READER’s FoRuUM: 

You have a very good financial 
paper; the only criticism I could offer 
is; it seems to me that you have favored 
the NRA and some of the other revo- 
lutionary moves of this Socialistic Ad: 
ministration more than you should do 
for the welfare ‘of shareholders. 

Since profits are the life blood of 
Industry how can we ever expect our 
stocks to advance if a curb is to be 
placed on profits; and all the Nation's 
business controlled by politicians in 
Washington?—S. K. H., Springfield, 
na ca * * 

Dissent from lowa 


Editor, READER’S FoRUM: 

I have read some reports in the news 
papers recently about prospective Fed: 
eral control of the telephone and tele 
graph business. As an interested stock’ 
holder in the strongest company it 
volved in this project, I have grave 
doubts about it. 

The theory, seemingly held by many 
people, that the Government can mat 
age the entire business of the nation 
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to advantage does not meet with my 
approval even to a slight degree. Even 
though I live in the corn and hog belt, 
the idea, that the Federal Government 
can either spend or manage us into 
prosperity seems to me utterly ridicu- 
lous—J. V. K., Ames, Iowa. 


* ok ok 
One Frenchman Can Be Wrong 


Editor, READER'S FoRUM: 

I am one of your former European 
subscribers. Perhaps it may interest 
you why I am no more interested in 
your market and as a consequence in 
your Magazine. Confident in your 
national honesty, I was holder, like 
many of my friends, of American 
bonds—‘gold bonds”—Liberty bonds. 
Since your government thought well 
to repudiate the gold clause and to be- 
gin a policy of inflation—you will 
realize that for an investor seeking “se- 
curity first’ there is no more interest 
in your market. What is the use of 
holdings bonds and shares even of first 
rank when the gold value of the dollar 
is going—nowhere? 

I have sold all my dollar investments 
last year and I did well! May I add 
that I have not the slightest intention 
to buy again any kind of securities in 
New York.— ForRMER SUBSCRIBER- 
Cannes, France. 








World Economic Flashes 
(Continued from page 385) 








Had the plebiscite been held a couple 
of years ago Berlin would have had 
little to worry about for the population 
of approximately 1,000,000 people is 
predominantly German. The only 
problem which the League would have 
had to face if the problem of putting 
a price on the coal mines (which were 
turned over to France as compensation 
for the destruction of her own mines 
by Germany during the war) and then 
getting Germany to pay it. 

a: Now, however, the situation is 
something else again.” Mr. Hitler 
and his Nazis are on the scene and 
there is some question as to the result 
of an “honest and free” vote. Five 
out of every seven of the population 
are Catholic and the Catholics have no 
love for the Hitler regime. The Valley 
is also full of Socialists, Liberal Demo- 
crats, Communists and Jews. If the 
territory is returned to Germany about 
the best these can expect is internment 
camps for these groups have no illu- 
sions about Hitlerism. It is inconceiv- 
able that they would not prefer to re- 
main under the League or even accept 
French tule and both Berlin and Paris 

W this. (Please turn to next page) 
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Book Department 
The Magazine of Wall Street 
90 Broad St., New York 


Enclosed find check for $1.50. 
merer on Money.” 


Send me a copy of the new book “Kem- 














MARKET STATISTICS 


N. Y. Times 


N. Y. Times —Dow, Jones Avgs.— 


40 Bonds 30 Indus. 
103.19 
103.40 
103.50 
103.30 
105.60 
105.52 


105.09 
106.62 
107.02 
106.85 
106.38 
106.03 


Monday, January 15........... 75.69 


Saturday, January 27........... 


20 Rails 
44.26 
46.25 
46.29 
46.34 
48.23 
48.02 


High 


-—50 Stocks—— 
Lo 


w 
86.32 
89.59 
89.93 
89.99 
90.76 
91.98 


91.42 
91.52 
93.09 
92.23 
92.06 
97.81 


Sales 

3,743,090 
3,445,380 
2,849,700 
2,125,980 
3,542,190 
1,954,440 


2,663,810 
2,383,680 
3,358,180 
2,267,420 
2,506,570 
1,199,950 
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ATLANTA, GA. 


and The City Builder 


If you have anything tc 
sell that is of interest to 
executives, this publication 
invites your consideration 
as an advertising medium. 

THe Crry Buitper’s 
readers are able to buy 
any meritorious investment 
proposition; anything man- 
ufactured for use in an of- 
fice or home; anything 
manufactured for use in 
building operations, wheth- 
er for skyscrapers, general 
construction or in home 
building; anything that in- 
dependent people use in the 
way of apparel, amuse- 
ment or food. 


Circulation and adver- 
tising rates furnished 
upon request. 


The City Builder 
Atlanta, Ga. 

















Prosperity in 1934! 


Bid good-bye to all de- 
pressions. Forget last year’s 
battles. Start the new 
year with a renewed spirit 
of accomplishment. Do 
your best and look the 
successful man that you 
are. 


Graduate to the “custom- 
tailored” class. Eliminate 
the wearing of those ma- 
chine made, artificial, 
good-enough clothes. 


Visit our establishment. 
Select the imported fabrics 
that please in design and 
colour. Discover the high 
standard of value that 
Shotland and _ Shotland 
will custom-tailor for you 
* a price unbelievably 
iow. 


Bryant 9-7495 





Shatland & Shotland 


ee Ce ey ee 
[574 FIFTH AVENUES featihsteeds NEWYORK CITY 





Keep Your Stocks Earning 


Dividends 


Buy with—Trade with—Deal with—the 
companies whose stock you own. Many 
of advertise in The Magazine of 
Wall Street. 
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Bank, Insurance and 
Investment Trust Stocks 











IMPORTANT ISSUES 
Quotations as of Recent Date 


BANK AND TRUST COMPANIES 
Bid Asked 
64 
90 95 
129 
2834 
39% 
2834 
53 
20 
1460 
320 
18% 
30 
20 
91 
28% 
1645 


4044 
2134 
2034 
294 
4614 
20% 
304% 


Berlin has tried to make a private 
deal with Paris which would make 
the plebiscite unnecessary and has 
promptly been turned down. The 
League’s Saar Governing Commis- 
sion is charging the Nazi Party with 
terrorism and German National Social- 
ists within and without the Saar with 
exercising “intolerable pressure upon 
the population to such an extent that 
there can no longer be any question of 
any sort of freedom of opinion.” The 
Nazi Party has set up some sort of a 
disguised administration issuing mani- 
festoes, declaring imported parcels to 
be duty free, and adding its own visas 
to the regular police visas on identifi- 
cation cards. Sounds like the prepara- 
tions for a good, old-fashioned organi- 
zation controlled election in any large 
American City. 

The stake is an immensely valuable 
one. Will the Saar be the bit of tinder 
which will set Europe on fire again? 
We must not forget the strip along 
the French border called Saar Louis 
which was French until the adjustments 
after the Battle of Waterloo took it 
away. It is of great military import- 
ance. 

* * 
Mussolini 

Now Signor Mussolini accuses our 
“New Deal” of being communistic. 
He says: “Communism,' such as it ap- 


INSURANCE COMPANIES—(Continued) 
Bid Asked 


Hartford Fire (2)...............5 481% 


3454 
Westchester F. (1.10) ............ 


SURETY AND MORTGAGE COMPANIES 
24 


INVESTMENT TRUST SHARES 


Amer. Founders Trust 7% Pfd.... 13 

Collateral Tr. Sh.—A 5 

Amer. & Gen. Sec. $3 Pfd........ 38 

Interl. Sec. Corp. of Amer., Pfd... 13% 
eee eee 

No. Amer. Trust Shares 

Second Intl. Securities A......... 


U. S. & British Internl. Pfd....... 
Uselps Voting Shares 


pears in the United States in some of 
its manifestations of exasperated Amer- 
icanism, is nothing but a form of State 
Socialism, nothing but a bureaucratiza- 
tion of economy. The American ex: 
periment must be followed with great 
attention.” He designates our beloved 
codes as “nothing but collective con: 
tracts which the President obliges one 
and all to accept” and says that “mone: 
tary maneuvres are powerless to bring 
about a true and lasting rise in prices. 
He slaps down inflation by claiming 
that to say any increase in monetary 
tokens increases the wealth of a nation 
is the same as saying that a million 
reproductions of a photograph in 
creases the population by a million. 
Official accounts record prolonged 
cheering when he said that “inflation 
is the road which leads to catastrophe. 

Harsh words from the Iron Duke 
but they do seem to sound like sense. 


* * * 
Apples 


The French refuse to buy our apples 
and the French government reduces its 
import tax on Amercian apples so that 
she can fulfill her promise to import 
200,000 quintals in return for a double 
liquor quota. Exchanging apples for 
French wines is a modern improve’ 
ment of the good old domestic practice 
of exchanging apples for apple-jack. 


When doing business with our advertisers, kindly mention THE MAGAZINE OF WALL STREET 
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Retail Value of Pork Consumed 





Consumer Income Governs the Value 
of the Pork Supply 


Per Source: U.S. Bureau of Agricultural Economics 
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Swirr & COMPANY'S 


Year Book for 1934 is out! 

Whether you are farmer, business man, or 
consumer, you have a vital interest in the con- 
tents of this book and you'll want to read every 
page. There’s an article, ‘‘Meat Prices and Con- 
sumers’ Incomes” (page 12) that explains, for 
example, who makes the price of meat. The 
chart reproduced above illustrates this article. 
You will learn that the supply of hogs to be 
marketed and the incomes of office employes, 
professional people, artisans, workers in build- 
ing trades, and all who work for wages deter- 
mine the value of meat. 

You can read (on page 30), perhaps for the 
first time, what a milk fed chicken really is. And 


the book explains—in a fascinating manner— 
something of the broadly diversified organiza- 
tion of Swift & Company. 

The “Report to Shareholders” by President 
G. F. Swift (on page 4) gives an executive's 
view of several of the Company’s activities 
during 1933. 


“The Importance of By-Product Values” 
(page 16) is of particular interest to the readers 
of this announcement. 

Reference is made to the fact that Swift & 
Company’s profit, from all sources, averages only 
a fraction of a cent a pound. 

If you would like a copy of Swift & Company's 
Year Book, please fill out and mail the coupon, 
and you will receive it, free of charge. 


mpany > 


Purveyors of fine foods 


OPeseeesece eeeeccccesccce 


Swift & Company, 4326 Packers Avenue, 
Chicago, Illinois 


Please mail me, without charge, a copy of your 1934 
Year Book. 
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HOW TO PROTECT AND INCREASE 
YOUR INVESTMENT CAPITAL 
AND INCOME 


Only by subjecting your investments to continuous watching and scienti- 
fic rotation can they be safeguarded and operated as the greatest source of 
income and profit. Continuous watching and timely action are necessary 
if you are to be certain of avoiding losses, protecting profits and maintain- 
ing your funds at all times in the securities which represent the investment 
media most suitable for your purposes. 


It is the business of the Investment Management Service to keep in clos- 
est touch with the security markets and with all factors having a bearing 
upon them. All that is pertinent in this vast amount of information is segre- 
gated and applied individually to the particular problems of each client. 
Their holdings are analyzed exhaustively and are kept under our daily sur- 
veillance—and they are advised voluntarily by us as to all action necessary 
for the safest and most profitable administration of their accounts. 


The benefits to be derived through this personalized counsel are 
best illustrated by actual records of the transactions which were 
made on our recommendation during the difficult markets of the past 
year. We have available for investors who are interested in seeing 
at first hand the dollars and cents value of our service such records 
covering several typical accounts. We shall be glad to send you 
copies upon request. 


We invite you to submit at the same time your present list of security 
holdings for our examination. We will tell you in full detail how our 
service operates and what general policies we would follow in supervising 
your account. Of course, our knowledge of your affairs will be held in 
strict confidence—and your consideration will involve no obligation. 


INVESTMENT MANAGEMENT SERVICE 


A Division of The Magazine of Wall Street 
90 Broad Street New York, N. Y. 
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